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1. Introduction

Due to the financial crisis in 2009 economic atyivh Germany decreased at a size which has not
been observed since World War 1. In particular @oriented firms in manufacturing faced a
shrinking demand and therefore an underutilisatifocapital and labour. However, with respect to the
dramatic decrease in GDP the German labour maekeained to be quite robust. Compared with
other countries the German labour market performedh better during the crisis and the present
period of recovery. Although the German GDP wenwmaanore sharply than in G7-countriess a
whole the reduction in employment and the increasesnemployment were significantly lower (see
figures 1 and 2). In addition, recently the Gerrfabyour market situation has improved again (Fuchs
et al. 2010, Fuchs et al. 2011).

Figure 1: GDP and employment in G7 countries and Germany
1st quarter 2005 - 1st quarter 2010
(growth rates compared to the previous quarter in per cent, seasonally adjusted)
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Source: OECD, own calculations.

! canada, France, Germany, ltaly, Japan, UniteddGng and the United States belong to the G7.
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Figure 2: GDP and unemployment in G7 countries and Germany
1st quarter 2005 - 1st quarter 2010
(growth rates compared to the previous quarter in per cent, seasonally adjusted)
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This country report sheds light on the transmissibrthe economic crisis to the German labour
market. It is of special interest to investigatevh@ermany, often characterised as the “sick man of
Europe” — a country that served as a textbook elaffgp an overregulated labour market, managed
to achieve its “German miraclé”.

To get explanations for the miracle it is necesgaryefer at first to the specific features of the
German labour market. In chapter 2 we describeetfexts of the crisis by using different labour
market aggregates. We will also analyse to whidjreke the crisis hit different regions, industries,
and work arrangements such as part-time work opoeany employment. As we will see working
time reductions are of special relevance for theemée labour market development in Germany.
Therefore, in chapter 3 we ask how the immensectéaduof working time was achieved. As it turns
out, firm specific measures of internal flexibilityave been supported by social dialogue on the
company level and on the collective level. The gorent complemented internal measures of

2 See for example Paul Krugman’s column in the NeotkYTimes at
http://www.nytimes.com/2009/11/13/opinion/13krugn@aml?_r=1&pagewanted=print.
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flexibility by providing more generous short-timek schemes to subsidise working time reductions
and thereby helped securing jobs. As being the mgsdrtant policy instrument in the crisis, we will
analyse the conditions and the utilisation of shiane work in greater detail. In line with the
reduction of working hours we also find a stronglohe in labour productivity per head. In addition,
labour productivity per hour decreased. This meahasfirms did not adjust employment in line with
the decline in the demand for their products whiah be seen as an indicator for labour hoarding.
Therefore, we will discuss the attractiveness oérimal compared to external adjustments and the
rationale for labour hoarding on the firm level. the end of the chapter we will ask whether there
might also be some negative side effects resuitorg the strong use of internal flexibility meassire

Short-time work was by far the most important labmarket instrument in the context of working
time reductions. Nevertheless the German governinégigted other policy measures to stabilise the
economy and thereby took some pressure from threutaimarket. Even though passive and active
labour market policies apart from short-time workl ¢hot change significantly, both remained
important pillars. Passive labour market policysaat an automatic stabiliser of domestic demand and
active labour market policies are important to I¢ael way out of unemployment. We will turn to
these policy measures in chapter 4. The conclysiesents a summary of the main findings and asks
for lessons from the German case.

2. Labour market impacts of the crisis

The financial crisis hit the German economy atn@etwhen the labour market was booming. Labour
market indicators clearly show a much better perforce during the last boom than during the
previous upswing.Figure 3 shows that the employment situation impdoconsiderably compared to
the former upswing from 1998 to 2001. Especiallg thcrease in employment covered by social
security contributions was much higher, while thalier upswing showed a high proportion of
additional marginal part-time employment (so-calidi-Jobs. This difference also becomes visible
when looking at the higher increase in total hauwsked from 2005 to 2008.

The much better labour market performance in teyfstal hours as well as employment covered by
social security during the last upswing was noglgadlue to the small difference in economic growth.
It can be seen as an indication for the impactalwdur market reforms. The so-calledrtz-reforms
were implemented between 2002 and 2005. They iedisgveral measures such as a deregulation of
non-standard work arrangements, a lowering of uh@yngent benefits particularly for long-term
recipients and a more effective use of active lalmarket policies. Recent analyses indicate that du
to the reforms matching efficiency has been impdoaad work incentives have been strengthened
(Gartner/Klinger 2008; Fahr/Sunde 2009; Klingerfio2010). Employers report that the willingness
of workers to accept less attractive jobs and wiakditions increased (Kettner/Rebien 2007). This
might also be one explanation why the quality ofpkypment gains in the last boom was
heterogeneous. Non-standard work arrangementsasuphrt-time employment, fixed-term contracts
and agency work as well as low wage employmentased further (Arlt et al. 2010).

% This chapter as well as the following chapters meeénly based on national administrative and surtata
because they allow deeper analyses of the sp&dfficts generated by the crisis in Germany. Figi®sind
B2 in Appendix 2 illustrate that particularly with respéo developments differences between internatignal
comparable labour force survey data and natiortal @@ more or less negligible.

* For a longer time series on employment and tatat$iworked see figure Al.
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Figure 3: Employment intensity of the last boom periods
(percentage changes)

&
70
T 6.6
DBoom period 1998 / 2001
i}
OBoom period 2005 / 2008
= 49
3T aT
4 34
3 25
2
1 06
]
Rcal GDP Total Employment Total Hours Employment covered by

socidl securily
Source: Federal Statistical Office, |1AB.

Continuous wage moderation has also to be mentiasethother reason for the positive employment
effects of the last boomThe moderate development of labour costs refleetsistently high
unemployment in Germany since the early 1990s asdbeen the result of an increasingly lower
coverage of collective agreements as well as cdmemsdve labour market reforms. Wage moderation
strengthened the competitiveness of German compamethe world markets and transferred the
positive stimulus on the goods markets into news jahd not just into wage increases. Also low-
skilled workers and long-term unemployed benefitdd structural employment decreased for the
first time since decades (Gartner/Klinger 2008).

When Lehman Brothers crashed in autumn 2008, theutamarket boom came to an end. In
Germany, the global financial crisis mainly affettéhe highly export-oriented manufacturing
industry. In this industry the level of productiand of orders decreased sharply (see figure 4).

Companies faced a shrinking demand and a considanaterutilisation of capital and labour. Due to
the large importance of export-oriented manufaogufor the German economy GDP decreased by
4.7 per cent in 2009. The crisis stopped the cantis labour market improvement which lasted until
the third quarter of 2008. Until the second quadke009 seasonally adjusted employment went
down and seasonally adjusted unemployment wenHawever, since then we observe a significant
recovery: production and the volume of orders amapleyment have been increasing and
unemployment has been decreasing (see figure 5).

® See also chapter 3.4 for a further discussionagfenmoderation.
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Figure 4: Development of production and orders in German manufacturing
January 2000 - June 2010
(indices, 2005 June =100, seasonally adjusted)
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Source: Federal Statistical Office.

Overall employment and unemployment are highly egated labour market figures which show a
strong degree of stability bearing in mind the phdecline in GDP. But as we will show there is some
variation behind the overall picture of stabilityittv regard to sector developments, work
arrangements and hours worked.

Employment by sectors and regions

The labour market effects due to the financialignsere not distributed equally. Not surprisingly
asymmetrical sector effects as well as asymmetrnegional effects can be observed. Job losses
particularly took place in two industries: manutactg and the related sector
Financing/Housing/Business-Related Service (saedi¢). Between'3quarter 2008 and*lquarter
2010 employment in manufacturing went down contirsly by 6 per cent or about 450 thousands
and — although employment in the sector Financingéihg/Business-Related Service increased from
4™ quarter 2009 — this sector lost employment aze af roughly 2 per cent or nearly 120 thousands.
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Figure 5: Development of seasonally adjusted employment (subject to social security
contributions) and seasonally adjusted unemployment in Germany
(March 2007 - March 2010)

Employment Unemployed

27,800,000 4,300,000

boom period recession recession
-recovery

P e - 4,100,000

27,600,000 ./
/ \_\/ 3,900,000
27,400,000 | =
/ - 3,700,000
27,200,000
/ - 3,500,000
27,000,000
/ - 3,300,000

26,800,000

- 3,100,000
26,600,000 | 2,900,000
e Fmployment Unemployment
26,400,000 2,700,000
£ET >U >B 5 5 5 5 > EE U >S5 55 ET e >EE S5 55> <
S 58 c5528828 8858553528388 cc¢ak8cs5:3288828ss°¢
O = = W € © € E 3 3 6 < = =a W € O € E S 3 6 < = = W € O € E S 3 ©
= 295008552 295038 552 95 0g 55
20 2938 %0 20 2 9350 20 2 98 %9
% o o w % o 9 w % o v w
n z 0 »n z 0 »n z 0
2007 2008 2009 2010

Source: Statistics of the Federal Employment Agency

The world-wide dimension of the shock implied that particular export-oriented firms in
manufacturing (especially in the sectors machinestal production and processing, chemicals) were
facing a shrinking demand. These firms were higlagnpetitive prior to the crisis and often situated
in prospering regions in the south-western part&efmany (Moller 2009). Figure 7 illustrates the
asymmetric effects of the crisis. The left map margions with a low unemployment rate in green.
The right map indicates that the crisis led toéasing unemployment rates in the same regions (dark
red colours). On the other hand regions with higlresmployment (red colours in the left map) and a
stronger service orientation as we observe theBastern Germany were not affected that severely
by the crisis (green or yellow colours in the righdp).
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Figure 6: Employment by Sectors, 1st quarter 2005 - 1st quarter 2010
(Index: 1st quarter 2005 = 100)
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Figure 7: Unemployment rates in October 2009 and percentage changes
compared to October 2008
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As a consequence the crisis triggered a certaivecgance of unemployment rates in Germany
(Schwengler/Loibl 2010). However, with respect trustural differences between the regions this
convergence will only be a transitional phenomenon.

In any case the asymmetric consequences of this evere advantageous for the German labour
market. Existing disparities were not fortified astluctural unemployment did not become more
severe. Many firms affected by the crisis had tharfcial power and the incentive to counteract the
consequences of the crisis by their own efforts.

Work arrangements

As already mentioned the sector Financing/Housingitiess-Related Services was largely affected
by job losses due to the financial crisis. One sigegnd quantitatively important area of this seds
agency work which declined significantly since teginning of the financial crisis. For firms agency
work offers a high degree of numerical flexibilégcording to fluctuations in demand. While agency
workers are statistically counted in the Finanditmising/Business-Related Service sector,
manufacturing companies use agency work more d¢fften service companies and public employers
(Crimmann et al. 2009). Since the 1990s agency woritinuously increased. Deregulation of agency
work took place several times (Antoni/Jahn 2009.part of theHartzreforms a major change was
implemented in 2004. At the end of the last upswm@008, the level of agency work reached its
present peak (see figure 8). As a consequenceedifrtancial crisis and its impact on manufacturing
agency work dropped dramatically. So, agency wark loe seen as a flexibility reserve that protects
the core workers to a certain extent. Currentlyrihaber of agency workers is increasing again.

Figure 8: Agency work in Germany, 1993-2009
(Total numbers and rate of employment covered by social security)
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Compared with agency work fixed-term contracts atare of all employed have been reduced at a
much lower extent. The share of fixed-term congrast part of all dependent employed dropped from
9.3 per cent in 2008 to 8.8 per cent in 2009 as ffatn the German establishment panel show. This
can also be explained by the sector compositidixedl-term contracts, which are mainly used in the
service sector less affected by the financial €riBi addition, fixed-term contracts are not offigri
numerical flexibility to an extent agency works ddeut often serve as a prolonged probationary
period. In doing so they are a stepping stoneaodstrd-work arrangements — almost half of all fixed
term contracts in Germany lead into permanent eynpdmt (Hohendanner 2010).

The sector effects of the crisis also influence toenposition of work arrangements in another
respect. Part-time employment increased furthenf83.8 per cent in 2008 to 34.6 per cent in 2009.
For the next two years further increases are egpe(@tuchs et al. 2010, see also figure A2). This
development is partly due to job losses in manufagy with a typically high share of full-time
employment and job gains in services where a highare of part-time employment is common. A
shift-share analysishows that approximately one third of the decredidall-time employment can
be associated with the shift of employment from wfacturing to services and the remainder is
explained by the change in the composition of fiale and part-time jobs (table 1). Part-time work
increased due to a positive share effect whicheds¢he negative shift effect by far.

Table 1: Changes in full- and part-time employment in Germany,
1st quarter 2008 - 1st quarter 2010
(Shift effect as a percentage of total change in thousands)

1% Quarter 2008/ 1% Quarter 2010/
st st
1> Quarter 2008 Share 1> Quarter 2010 Share
Part-time 12106 0.34 12338 0.35
Full-time 23609 0.66 23113 0.65
Total 35715 1 35451 1
Shift Effect ShareEffect +  |nteraction Total Effect
Effect
Total -89.49 323.88 -2.39 232
Part-
HEe | % @ -38.6% 139.6% -1.0% 100.0%
total
Full- | 1otal 174,51 -323.88 239 -496
time
% of 35.18% 65.30% +0.48% 100.00%
total = . 0 = . 0 . 0 . 0
Level of Employment {1Quarter 2010) = Shift Effect + Share Effect + Irgtetion Effect + Level of
Employment ( Quarter 2008)
Source: IAB, own calculations.

® A shift-share analysis (Dunn 1960) deconstruasctianges in employment frorit quarter 2008 to®iquarter
2010 by holding the composition of full and pané employment constant.
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Labour turnover

Typically recessions are associated with a slowdafnabour turnover. This is true for the
downswing between 2001 and 2005 as well as foragbent financial crisis (see figure 9). In addition
the data indicate that the level of labour turnalecreased over time. There might be two reasans fo
this trend: First, firms may be aiming at more esypient stability of qualified core workers because
they are aware of labour shortages which are isgrgly visible in boom periods and may be even
more severe in the foreseeing future due to dembgrachange and the expected shrinkage of the
labour force. Second, workers may be risk avergetanding to avoid job changes due to labour
market reforms which particularly reduced the lewdl unemployment benefits for long-term
beneficiaries.

Figure 9: GDP and labour turnover rate* in Germany,
1st Quarter 1996 - 4th Quarter 2009
(Growth rates compared to the previous quarter and turnover rate per quarter)
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* The labour turnover rate relates the sum of réerents and terminations to the absolute numbengjloyed
persons and thus is a measure for labour marketrdigs.

Source: Statistics of the Federal Employment Agemtypmas Rothe (IAB).
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Flow analyses further show that job losses reltteithe crisis were not mainly due to an increased
level of terminations but to a significantly lowlevel of recruitments (see figure 10). Recent sygve
indicate that companies which are affected by tisscstate that their most important response to a
lacking demand is to reduce hiring (Heckmann e2@D9, Méller 2009). Indeed an analysis of labour
market flows shows that there were only minor estto the labour market during the crisis (Rothe
2010)/ This negatively affects outsiders because theuiabmrket cannot absorb as much job seekers
as it did prior to the crisis. This is particularglevant for unemployed who are trying to enter th
labour market.

Figure 10: Recruitments and terminations in Germany,
1st quarter 1997 - 4th quarter 2009
(thousands per quarter)
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Source: Statistics of the Federal Employment Agemtypmas Rothe (IAB).

" See also Cazes et al. (2009) for a discussionraithect to the situation in the United States.
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The German system distinguishes between unemployexd are supported by the unemployment
insurance (Social Code 1ll) and unemployed recgivdantax-financed, means-tested unemployment
assistance (Social Code Il). The financial cridieced both groups by reducing the respective
probabilities to find a job (see figure A3). Nevaiess, unemployed receiving the means-tested
benefit unemployment benefit Il (UB IArbeitslosengeld JIhave a much lower probability to enter
the regular labour market than those who receigdrtburance based unemployment benfitB 1,
Arbeitslosengeld)l As a consequence the crisis worsened the emglotyprospects for the former
group because during the economic recovery the momgetitive unemployed receiving UB | are
likely to find jobs first.

Development of Working Hours

Up to now we have concentrated on labour marketatgpwith regard to the level of employment
that all in all did not decrease in line with GDPthe course of the crisis. Nevertheless it isatedr
that the volume of work did not considerably desesaither. Therefore the latter findings shall be
complemented by an analysis of the changes in woitkours.

Figure 11 depicts the development of GDP, employmand total hours worked. It shows for
Germany that employment and total hours workedlese volatile than output, while employment
measured in total hours worked is more volatilentbmployment measured in heads. This is true for
the period between 1991 and 2009 but in particulaen considering the consequences of the
financial crisis. With respect to the increasingtsoof external flexibility, firms face incentivés
increase internal work flexibility by varying worlg hours or the intensity of labour input over the
business cycle.

Figure 11: GDP, employment and total hours worked in Germany,
2nd quarter 1991 - 2nd quarter 2010
(Growth rates compared to the previous quarter in per cent, seasonally adjusted)

-4 t t t t t t t t t t t t t t t t t t t
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| —— GDP growth ——employment —-4--total hours worked

Source: Federal Statistical Office, IAB, own caétidns.
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Total hours worked can be decomposed into total@yed and average hours worked per employed.
Figure 12 illustrates the development of total kouorked and GDP. Since the German reunification
there has never been a reduction of average hautsed per employee like in the year 2009.

The reduction in total hours worked differs betwdeli-time and part-time employment. The
reduction of average working hours per full-timepboyed was much higher than for part-time
employed, although both developments exhibit aginan the 2° quarter 2009 (see figure A4).

There are also different developments of workingreoon the industry level. Table 2 reveals that
most industries were not affected by considerabsnges in hours worked between 2007 and the 4
guarter 2009. However, there is one important ekmepln manufacturing total hours worked (-9.0
per cent) as well as working hours per salariedkero(—8.0 per cent) decreased to a large extent.
Comparing the ? quarter 2009 with the same quarter of the previmar the response was even
stronger. During this period which particularly eos the peak of the economic slowdown total hours
worked in manufacturing went down by 14.7 per cshtreas average hours worked per salaried
worker decreased by 12.4 per cent.

Figure 12: GDP and average hours worked per employed in Germany,
1991-2009
(Growth rates compared to previous year in per cent)

-8
1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

—— GDP growth —-A—-average hours worked per employed

Source: Federal Statistical Office, IAB, own ca#tidns.
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Table 2: Total hours worked and average hours worked per employee
by industries in Germany, 2007-2009
(Growth rates compared to previous year in per cent)

Total Hours Worked in Mill. hours

Finance,
Housing and
Trade, Hotel, Business-  Public and
Primary Restaurants Related Private
Total Sector Manufacturing Construction and Transport |Service Services
2007 56,789 1,482 11,533 3,680 14,105 9,797 16,191
2008 57,450 1,502 11,587 3,686 14,218 10,108 16,349
2009 55,985 1,477 10,493 3,653 13,932 9,876 16,553
Average Hours Worked per Employee

2007 1,353.8 1,452.9 1,430.0 1,532.9 1,300.2 1,357.3 1,309.1
2008 1,350.6 1,452.5 1,415.3 1,550.7 1,301.7 1,359.2 1,304.3
2009 1,309.3 1,410.7 1,315.9 1,512.8 1,270.2 1,323.4 1,292.6,

Source: Federal Statistical Office.

Of special importance in this context is the chaimgeorking hours of salaried workers. Not only
because salaried workers represent nearly 90 pero€ehe employed. In addition, average working
hours of self-employed and related family workeesréased much more slightly between 2008 and
2009 than of salaried workers. Whereas the avevam&ing hours of self-employed and related
family workers went up by 9.9 hours (from 2,038@&uts in 2008 to 2,048.7 hours in 2009) the
average working hours of salaried workers (inclgdimultiple job holders) were reduced by 41.3
hours (see table 2).

A decomposition based on data of the Instituteimployment Research (IAB) indicates that mainly
five components contributed to the reduction in ki hours of salaried workers (see figure 13):
shorter weekly working hours, an increase in paretemployment, a reduction of paid overtime, a
phasing-down of working-time accounts and a stronge of short-time work. The most important
component is associated with the strong use ot-$imee work in 2009, which amounts to minus 13.4
hours a year. The structural component of an isimgashare of part-time employment contributed
7.5 hours to the reduction of working hours. Ofagrenportance were shorter weekly working hours
(minus 10.1 hours a year), a reduction of paid tower (minus 7.9 hours a year), and a phasing down
of working-time accounts (minus 7.0 hours a ye@Hough short-time work explains an important
part of the strong reduction of working hours lius inot the major factor. About two third of tregal
change in working hours per year can be attributechon-subsidised types of working time
flexibility.

To sum up, several indicators show that the Geriaaour market has been affected by the financial
crisis. However, compared to earlier recessionsimedntrast to many other countries in the Western
world it has not shown a strong reaction in termhsaggregate employment and unemployment
figures. Obviously firms have not immediately adpastheir work force in line with the decline ireth
demand for their products. This indicates that stdpent strategies on the firm level have mattered a
lot in stabilising employment.
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Figure 13: Changes in working hours per year in Germany, 2009
(Yearly averages, changes in hours)
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Source: Fuchs et al. 2010.

3. Stabilising employment on the firm level

In general, firms can attain flexibility in diffeme ways. They may adjust labour by hiring and §rin
workers or vary working hours as well as produtgiyer hour. In times of recession stabilising of
employment on the firm level would then mean toidwbsmissals as far as possible and at the same
time use internal mechanisms to maintain workers.irAportant distinction in this respect can be
made between external numerical flexibility andeintl numerical flexibility (Atkinson 1984;
Atkinson/Meager 1986).External numerical flexibility refers to the adjment of the number of
workers. Although in Germany production signifidgrdecreased as a consequence of the financial
crisis firms avoid external adjustment to a largtelt. Obviously, internal flexibility has matterad

lot in stabilising employment. There are two opfidio achieve internal numerical flexibility in a
recession: One is to lower working hours of workdready employed within the firm and the other is
to reduce at least temporarily productivity per hothe first-mentioned is also known as working
time flexibility, the latter as labour hoardingamarrow sense.

8 Atkinson (1984) also notes that there can be tiheratypes of flexibility. First, functional flexility refers to
the extent workers can be transferred to diffentivities and tasks within the firm. It can beaated by
organisational changes and training workers. Seocmade flexibility means that wages are not negedian a
collective level, e.g. by using assessment basgdysiems or individual performance wages.
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In the following sections we will identify which pes of internal numerical flexibility have played a
role in stabilising the German labour market. Wdl wlso discuss the implications of internal
numerical flexibility on the macro level and prafie which may be associated with such a strategy.
As already mentioned working time flexibility is @mof the core options to stabilise employment. In
some cases it might be regarded as an independsittrpaximising strategy of firms (chapter 3.1).
The firm's choices might be influenced by agreemmemt more centralised levels. In Germany
negotiations between employers and work councilbaetween unions and employer’'s associations
were leading to so-called “alliances for jobs” ormpany level pacts for employment. They may refer
to adjustment in working hours as well as wagestdr 3.2). Also legal institutions and public
policies obviously influence the firms’ decisionsncerning the labour input. Especially short-time
work has been a very important and widely usedunsént to secure jobs, so we will discuss it in
greater detail (chapter 3.3). Internal numericakithility has implications on the macro level besawu

it influences labour utilisation. Therefore, thevel®pment of labour productivity needs to be
analysed more deeply (chapter 3.4). In a furthegp ste will discuss whether the obviously large use
of internal numerical flexibility in German firmsudng the course of the crisis can be interpreted a
labour hoarding. In addition we will ask for reasofor the firms’ behaviour (chapter 3.5). To
conclude we will discuss possible problems and sitlects that might come along with the German
way of dealing with the crisis (chapter 3.6).

3.1 Working time flexibility

Internal numerical flexibility is a potential alteative to external adjustment. In this respect wayk
time flexibility plays a major role. Figure 13 ahdy showed that in Germany working hours were
reduced by several means. Three of them are goihg addressed in this section because they can be
seen as independent decisions by firms and dawmy idirect subsidies such as in the case of short-
time work (see chapter 3.3). The section starth e issue of overtime followed by working time
accounts and weekly working hours.

Working overtime

In the German labour market overtime still plays iamportant role. In 2009, paid overtime
represented 2.3 per cent of the labour volume. @mage each employee worked 38.4 hours paid
overtime a year. Paid overtime offers some fleiibilo the firm, thereby showing a clear cyclical
component. It is used more often in times of ecdndmoom and less in times of recession. This can
also be illustrated by considering the consequeatése financial crisis. Figure 14 depicts a stron
reduction in paid overtime in particular in thduarter of 2009 and therefore almost at the péak o
the crisis measured by the loss in GDP. However,averall measurement of overtime is to some
extent imprecise. While paid overtime can be welptared by the data, unpaid overtime is
underreported in administrative data and surveywerd&fore cyclical variations of working hours
might be underestimated in the available data.

While still being used to a considerable degredéd p&ertime lost its importance during the last
decade. For example, in 2001 paid overtime hadasesbf 3.5 per cent of the labour volume and
employees even worked 59.4 hours paid overtimeaa fidne decrease in paid overtime can partly be
attributed to the creation and use of measuresarking time flexibility. For example, additional
flexibility has been achieved by collective agreatseconcerning (cyclical) variations of working
hours and the increasing use of working time actoun
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Figure 14: GDP and paid overtime in Germany,
1st Quarter 2005 - 1st Quarter 2010
(Growth rate and change in hours compared to the previous quarter in per cent)
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Source: Federal Statistical Office and IAB.

Working time accounts

According to Zapf/Brehmer (2010) 51 per cent of @Gérman employees dispose of working time
accounts. Therefore, working time accounts areesingly used to deal with short-run fluctuations
in demand (Bellmann/Gerner 2010). They allow far@asing working hours during times of high

demand. The accounts act as a buffer stock whichbeaspent to reduce working time during periods
of lower activity. In doing so, real labour coste ahifted from a period of high production acinio

a period of low production activity. This guarargéacome stability for workers although they are
facing fluctuations of working hours.

IAB data show that such accounts played an impbntale as a buffer during the course of the
financial crisis. Figure 15 illustrates changesvaorking time accounts between th& Quarter of
2008 and the®*1Quarter of 2010. Especially in th& Quarter of 2008 and thé' Quarter of 2009 the
accounts were phased down to a considerable ekitewever, reductions went on further and there is
evidence that some firms even allow accounts tmdgative (Zapf/Brehmer 2010). In these cases
employees will have to work longer hours in theigekiof economic recovery in order to compensate
their debt in hours and to build up new assets.
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Figure 15: GDP and working time accounts in Germany
1st Quarter 2005 - 1st Quarter 2010
(Growth rate and change in hours compared to the previous quarter in per cent)
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Reduction of weekly working hours

In Germany the length of weekly working hours dejselargely on collective agreements. In general,
firm-specific arrangements are oriented towardsehregulations. But in recent years weekly working
hours have become more flexible particularly in ofanturing. Collective agreements as well as
firm-specific alliances for jobs allow longer wonkj hours during peak periods of demand and shorter
hours during recessions under the condition theattntracted working time is maintained on average
over a defined period. Figure 16 illustrates theettsoment of average weekly working hours during
the period 1 Quarter 2008 and*1Quarter 2010 depicting total employment as welbadull-time
employment. Significant reductions of average weekdrking hours took place in thd' Quarter of
2008 and the *1 Quarter of 2009. The strongest reductions of ayeraeekly working hours
compared to the same quarter of the previous y@abe observed between tiéQuarter 2009 and
the 3% Quarter 20009.

The reduction of weekly working hours comes at gpease for workers, employers, and the state.
Lower working hours imply lower taxes as well asvée social security revenues. Workers

experience lower gross and net wages and for empdpwer hours are associated with a lower
utilisation of capacities which will reduce thenofits.
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Figure 16: GDP and average weekly working hours in Germany
1st Quarter 2005 - 1st Quarter 2010
(Growth rates and changes in hours compared to the previous quarter)
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3.2. Company-level pacts for employment

Efforts on the company level to maintain jobs maysbipported by the social partners. In the mid of
the 1990s so-called company-level pacts for empérfor alliances for jobs) emerged in Germany.
They aim at overcoming a company’s crisis and etteiasing the firms’ competitiveness. Often opt-
out clauses in agreemerscases of hardship are used by companies to ngplesuch alliances. In
most cases such pacts need the consent of thé saxdizers.

The German IAB Establishment Panel indicates th@009 approximately 16 per cent of all workers
were employed in companies with alliances for jdbscompanies with 250 workers or more the
share reached almost 50 per cent (see figure 17).

Company-level pacts for employment or opt-out aislis collective agreemertsnsist of a two-side
agreement that may have different contents likegillle working hours, short-term reductions of
working hours, suspensions of yearly bonuses, aplghy or wage increases, and even wage cuts.

If workers make allowances concerning wages or igrkours and contribute to a reduction of
labour costs, firms may dispense redundancies atidgarties can benefit from the agreement. This
mutual effort can be seen as an act of recipromityan investment in a long-term employment
relationship strengthening the ties between workatsemployees.
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Figure 17: Share of employed persons in firms with company-level pacts
for employment on all employees by size/class of the firms
(2006, 2008 and 2009, percentages)
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Studies show that the way of implementing thosetspé& most important for its success. The
agreement has to be judged as a fair deal espebiathe employees to avoid negative consequences
for working morale (Okun 1981, Blinder/Choi 1990e@nberg 1990, Howitt 2002). In general, wage
reductions are more likely to be judged unfair thamking time reductions.

Finding solutions for securing jobs on the basisaafocial dialogue may also be supported by the
state. Since the beginning of the crisis Germanlatigns offer a more generous assessment base for
unemployment benefits. It was decided that incoetkictions resulting from a temporary reduction
of wages or working hours are not relevant for ¢a&ulation of unemployment benefit | (UB 1).
Instead the initial income will be the basis for Il workers would not suffer from lower benefits i
case of redundancy. This facilitates the conclusibralliances for jobs and also increases the
willingness of workers to temporarily accept lowarking hours without any wage compensation.

In order to increase the firms’ competitiveness fiaties may also arrange changes in the
organization or the range of products. In many sdsis is associated with additional training effor
The IAB establishment panel reveals that in 20060at one quarter of alliances for jobs include
training measures.

The effects of alliances for jobs are not clear-dutrther studies show that there are positive
employment impacts which are, however, statisgcaikignificant (Bellmann et al. 2008). But it
should be mentioned that the reference periodhi®analyses was a period of economic boom which
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means that we do not know how far the results hdd for the recent crisis. The analyses further
indicate that alliances for jobs initiate interti@ining. However, firms who already offered intarn
training to a large extent before arranging araatle were the driving forces.

3.3 Short-time work as a subsidised working time reduction

The state can also make working-time reductionsenadiractive and labour hoarding cheaper. The
German short-time workKgurzarbei) is such a subsidy for working time reductions weh¢he
unemployment insurance partly compensates for wsrkecome losses and the costs of firms to
maintain workers. The magnitude of savings on ttie ef the firm depends on the concrete features
of the short-time work scheme. Important issuethis respect are the duration of benefits replacing
the former wage and possible direct subsidies,cemcerning social security contributions. Germany
is one of the countries with a long tradition obgkime work. At the moment there are three types
short-time work, whereof cyclical short-time worashbeen of major relevance in the recent crisis:

. Cyclical short-time workkonjunkturelle Kurzarbejtin case of a temporary, unavoidable loss
of employment due to economic factors or to an aitiable event.

. Transitional short-time worKTfansfer-Kurzarbejtin case of a permanent loss of employment
due to re-structuring measures on the establishieesit

. Seasonal short-time worlSéison-Kurzarbejtin case of non-productive times due to weather
conditions.

The conditions for cyclical short-time work haveehechanged in the course of the crisis making it
more attractive to companies by extending the mamnduration, giving financial support for
training schemes and reducing social security dmuttons. The expenditures for those measures
were part of the stimulus packages (see chapter. Zdble 3 offers information about the
requirements of cyclical short-time work.

The benefits of short-time work schemes for firme abviously similar to measures of internal
flexibility. The additional advantage is that stateébsidies reduce labour costs immediately. Bist it
important to understand that the costs of shoré-tmark are not solely born by the state with respec
to wage-related tax losses and the unemploymentranse with respect to benefit payments.
Employees accept a reduction of their net inconmend=have to deal with a lower capital utilisation
and they have to carry remaining costs such aslssecurity contributions for the reduced working
hours or the wage pay during vacation (Crimmanal.€2009). For Germany, Bach/Spitznagel (2009)
estimate that the remaining costs for firms amaainip to 35 per cent of the usual labour costs.

The companies can only benefit from the costlymisa of workers if the reduction in working hours
is temporary and if the affected workers do notédethe firm voluntarily. We also need to assume
that laid-off workers may not return to their emyo even in the absence of a short-time work
scheme. Such “recalls” are used for significanteshaf workers in countries where temporary layoffs
are feasible (Kruppe/Mosley 1996).

In 2009 on average about 1.1 million people workkdrt-time (including cyclical, transitional and
seasonal short-time work). This was the highesnisity of use — measured in number and shares of
all employees — since the beginning of the 1996e {gyure 18). At that time short-time work was
used as an additional instrument of the socialr#gauetwork to dampen the structural consequences
of German unification. The use of short-time wotkidg the earlier recession from 2002 to 2003 was
much lower than during the recent financial crisis.
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Table 3: Requirements for the use of cyclical short-time work and recent changes

Requirements
for use

Pre-crisis regulations (since 1997)

Recent Changes

Temporary loss of work due to economic
reasons.

No or minor changes

Significant

Other options of internal flexibility need to be
utilized.

January 2009:
Under certain conditions working time accounts n
not necessarily be reduced.

eed

unavoidable
loss of work

At least one third of the staff must be affected

February 2009 until March 2012:

Compensation can be granted even if the firm is ot

able to provide full employment to at least one
jobholder.

Estimated loss of income for the entire staff
of at least 10 p.c.

No or minor changes

Requirements
to the

At least one regularly employed jobholder.

No or minor changes

January 2009:

Under certain circumstances shtimie work can als
be granted to agency workers.

establishment

Good chance that firm returns to regular work
hours.

No or minor changes

Employment contract need to be maintained.

No or minor changes

Individual

Short-time worker is obliged to accept job off
from Federal Employment Agency.

No or minor changes

requirements

Excluded are recipients of unemployment
benefits or subsistence allowances while
participating in publicly financed training
measures.

No or minor changes

Notification

Employers or works councils are obliged to
notify the estimated loss of work to the local
employment agency.

No or minor changes

Contributions are reduced to 80 p.c. for the Id
of working hours.

No or minor changes

Social security
contributions

Employers have to bear the full amount.

February 2009:
Federal Employment Agency covers 50 p.c. of thd
contributions for the loss of work. In case of trag
during the loss of work, the agency covers 100gd.
the contributions. Costs of training measures @n
reimbursed.

4

)

July 2009 until March 2012: Agency covers 100 p.

of the contributions for the loss of work from the
seventh month of short-time work.

January 2007 until June 2007: 15 months

Duration of i . . July 2007 until December 2008: 18 months
. Maximum duration of six months. .
benefits January 2009 until December 2009: 24 months
January 2010 until December 2010: 18 months
Level of 60 p.c. of the net wage loss due to shorter hgNo or minor changes
benefits

67 p.c. with at least one dependent child.

No or minor changes

Source: Social Code lll, as amended from timertti
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Figure 18: Development of short-time work, 1991-2010
(Total numbers)
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Source: Federal Employment Agency.

Cyclical short-time work is used most intenselynanufacturing and in Western Germany, in highly
competitive sectors and regions with a previouslgcyemployment recofdTherefore, the patterns
of short-time work fit to our description of thetial economic situation and the nature of theisris

Most cyclical short-time workers are employed i with 200 and more employees. Furthermore,
we can show that larger firms use cyclical shanetiwork more often than smaller firms. One reason
is that it's easier for larger firms to adjust themployment and to use the instrument becaudeeof t
economies of scale. Another reason is that laigesfin the manufacturing sector are more export-
oriented — that’'s why they are more affected byglodal decline in sales due to the crisis. Howgever
if smaller firms decide to use short-time work gtere of short-time workers within these firms is
quite higher than in larger firms (Bechmann efat10).

There is a clear indication that firms used shianetwork as a means of partly financing working
time reductions in the recent crisis. A mix of stgaes should build a bridge over the crisis, mgkin
their workers return to their job on regular workimours.

Based on an average loss of 36 per cent of theimgpriime the amount of short-time work
corresponds to about 340.000 full-time employer2009. As some of the short-time workers are

° See figures A5 to A11 and Crimmann et al. (20b®)fiore detailed information on cyclical short-timverk.
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employed on a part-time basis, the calculated efféshort-time work on securing employment is
likely to be slightly higher. Often full-time equalents are put on a level with its impact on thmia
market. But this equation overestimates the increat@mployment effects of the programme. It fails
to take windfall profits into consideration. A cart amount of displacement can take place, as both
viable and non-viable firms are supported during thisis (see chapter 3.5). In addition, it also
assumes that the mere alternative to short-timé vgonon-employment and disregards that in some
cases dismissals may not be avoided through sheetsvork but only postponed (Kruppe/Mosley
1996).

Since February 2009 the Federal Employment Agenitlycaver 100 per cent of social security
contributions if short-time workers are trainedra same timé&’. However, this combined instrument
was not widely accepted by firmisess than one 1/7 of the establishments using-fingeg — mostly
the bigger ones — had at least one short-time wavke took part in a subsidised training measure at
the same time (Bechmann et al. 2010). There areralexreasons for the comparatively low use of
training measures (see also figure 19). Due toctireesponding wage cuts workers often prefer
leisure time instead of training. In general, itswdifficult to find suitable training schemes whifih

to the workers’ needs as well as to the operagagirements of the firm. In addition, in July 200@
government extended the full coverage of socialiggccontributions to all short-time work cases
lasting longer than six months. Therefore, therfaial incentive for firms to use the simultaneous
measure of short-time work and training decreaskdively.

3.4 Macroeconomic implications: Labour utilisation and labour productivity

Having in mind the observation of a strong intemaerical flexibility in Germany it is importart t
evaluate what these adjustment processes medabfarr productivity. Figure 20 depicts the
development of labour productivity per person aedipur as a measure of the utilisation of labour
input. Labour productivity per hour has been highen its per-person counterpart for most of the
period. An important explanation for this is thegigtent downward trend in total hours worked. As a
consequence of the financial crisis both laboudpetivity per person and labour productivity per
hour have decreased significantly to all-time loWse pro-cyclical behaviour of labour productivity
per person reflects the observation that employradjusts less than output over the cycle. Time lags
may be caused by labour market institutions lik@leyment protection legislation as well as labour
market imperfections both leading to increasingsos hiring and firing. Another reason might be
that workers produce less in times of recessiomame in times of economic boom (de Koning
1989, Franz 2006).

1 Training measures must be certified by the Fedemgloyment Agency.
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Figure 19: Short-time work and training, January 2009 - February 2010
(Share of short-time workers with training on all short-time workers)

1.60%

1.40% /\\//\

1.20% / \

1.00% / \

0.80% / \\//
0.60% /

0.40%

0.20% /

0.00% / :

Jan09 Feb09 Mrz09 Apr09 Mai09 Jun09 Jul09 Aug09 Sep09 Okt09 Nov09 Dez09 Jan10 Feb10 Mrz10

——Share of Short-time workers with training as part on total Short-time workers

Source: Federal Employment Agency.

With respect to the recent crisis we observe angtoecline of labour utilisation which is in linativ
our results concerning the observed mix of exteamal internal flexibility. The strong decrease of
labour productivity per employee is not surprisbearing in mind that companies did not engage in
layoffs in line with the decline in the demand foeir products.

But as we see in figure 20 labour productivity peur also declined despite the strong drop in
working hours.

Developments of labour productivity suggest a ssimyly strong level of labour hoarding which
means that current employment is higher than redudmployment (Blankart 1973). However, the
problem with this straightforward definition of lalr hoarding is that the amount of required
employment is hard to evaluate from an outside€sspective. So the firm’'s adjustment of labour
input might be a better way to approach the phenomeof labour hoarding: we observe labour
hoarding when firms do not immediately adjust labioput in line with the demand of their products
and in particular allow their utilisation of labota vary over the business cycle (Taylor 1982).sThi
may again result in a reduction of total hours worland a reduction of work intensity, or lead to a
lower productivity per head and per working houog®orth/Westaway 1990). Figure 20 shows that
labour hoarding in terms of a lower utilisationl@bour input has played a role in safeguarding jobs
Germany during the recent crisis.
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In order to assess the impact of the financiaisios the labour market and particularly the rdle o
labour hoarding, we need to ask how far belowatsytrun level labour utilisation is. In this respec
labour productivity can be used as a proxy for labatilisation. However, a linear trend is not
necessarily a good measure of the long-run uiitisadf the workforce (Felices 2003). A straight
trend line might not properly represent the long-behaviour of labour productivity. We assume that
a time-varying trend is a more suitable measurecf@nges in labour productivity over time. A
Hodrick-Prescott filter provides an estimation atls a time-varying trend (Hodrick/Prescott 1997).
Figures 21 and 22 show the deviations between tapoaductivity and its fitted trend. Positive
differences from the trend representing values abibnve zero line indicate an increasing labour
intensity or labour hoarding below its long-runnile Similarly, labour hoarding in terms of an
underutilisation of the workforce occurs when negatlifferences from the trend can be observed.
Since reunification this has happened several tifags 1993 Quarters -1V, 1994 Quarters II-1lI,
2004 Quarters 1-2005 1V) but there has never besegative deviation of labour utilisation from the
long-term trend at the level which has been reacheitig the recent crisis.

Figure 20: GDP growth and labour productivity in Germany
2nd Quarter 1991 - 2nrd Quarter 2010
(Percentage changes compared to the previous quarter, seasonally adjusted)
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Source: Federal Statistical Office, IAB, own caatidns.
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Figure 21: Labour utilisation based on labour productivity per hour in Germany

1st Quarter 1991 - 2nd Quarter 2009
(Cyclical component*, seasonally adjusted)
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Source: Federal Statistical Office, IAB, own caétidns.

Labour utilisation may differ significantly betwe@mdustries. Using the same procedure as for the
economy as a whole the sector analyses revegbdin@tularly during the recent crisis we can idgnti
industries with either a higher or a lower levellabour being hoarded. We distinguish between
primary, secondary, and tertiary sector and fivedustries: Manufacturing, Construction,
Trade/Hotels/Restaurants/Transport, Financing/HmiBusiness-related services, and Public/Private
services. The results reveal that the secondaryemtidry sectors and within these sectors pagityl

the industries Manufacturing and Trade/Hotels/Restats/Transport have recently shown large
negative deviations of labour utilisation from tlmg-term trend (see table 4). We can therefore
assume that especially firms in these industrieg have used labour hoarding in order to retain
workers.
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(Growth rates compared to previous year in per cent)

Table 4: Cyclical component of labour productivity per head* by industry in Germany

2008 2008 2008 2008 2009 2009 2009 2009 2010 2010

Ql Qi aim Qv Ql aln Qi Qlv Ql Ql

Primarer Sektor -3.4 1.8 9.6 3.9 4.9 2.7 0.6 0.9 5.3 2.8
Sekundirer Sektor 0.5 2.9 4.8 3.9 -13.6 1.0 0.0 2.4 -3.1 6.3
5.0 8.8 555 -3.4 -16.7 -15.0 8.9 -3.1 -1.9 50

54 4.0 7.3 41 94 1.5 8.5 3.2 9.0 6.7

Tertidrer Sektor 1.1 3.0 3.6 0.1 -2.6 0.9 0.7 -1.5 2.1 0.0
i 75 7.3 1.2 71 24 -0.1 2.9 58 1.0

1.2 0.6 11 -1.0 0.2 01 11 -1.1 0.3 05

-0.2 0.9 1.9 0.2 -1.1 0.1 1.2 -0.2 0.7 01

Alle Sektoren 0.8 2.5 2.5 2.4 5.2 -1.5 1.0 1.4 -2.6 2.6

* Cyclical component calculated using a Hodrick<geut filter with the smoothing parameter1600.
Source: Federal Statistical Office, IAB, own ca#tidns.

Figure 22: Labour utilisation based on labour productivity per head in Germany
1st Quarter 1991 - 2nd Quarter 2010
(Cyclical component*, seasonally adjusted)
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* Cyclical component calculated using a Hodrick<gewt filter with the smoothing parameier1600.

Source: Federal Statistical Office, IAB, own ca#tiodns.
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Changes in labour productivity used as a proxy lédmour utilisation cover variations of labour
hoarding to a certain extent. But there are drakdaghich need to be mentioned. Interpreting
changes in labour productivity per head or per lomar time as a more or less intensive use of labou
input underestimates the changing influence of eyarlical movements in labour utilisation. Labour
productivity is also affected by other factors @bguction, e.g. cyclical movements in total factor
productivity, changes in the capital stock andiitésation, as well as varying returns associatti
different inputs (Basu/Fernald 2000). Variationdahour productivity might also be affected by the
measurement of GDP. A reliable measurement of lapoaductivity implies being able to measure
labour input properlyAggregate output includes only regular productiormarketable output and
more or less neglects other meaningful work whigghtnbe important for future production, such as
painting the factory, machine maintenance or irgktraining. This kind of work which does not
formally contribute to aggregate output can be atfipular importance during recessions. In some
industries even more labour input may be needegltdhe same amount of services, for example in
logistics, or it may take the same amount of lablmuserve a smaller number of people, e.g. in
restaurants, theatres or cinemas. Labour prodtyctisduld therefore also decrease due to the
specificities of certain tasks or due to problemsutput measurement, and not solely because of
firms hoarding labour. In addition, there are peoh$ in estimating the level of productivity per hou
and per head properly. We already pointed out ttratmeasurement of working hours is to some
extent imprecise which means cyclical variationsviorking hours might be underestimated in the
available data. This would imply that labour praiikity per hour is overestimated in recessions and
underestimated in boom periods.

Nevertheless, using labour productivity as a primtylabour utilisation reveals that labour hoarding
played a not negligible role during previous remssand did so in the recent crisis, too.

3.5 Conditions favouring internal flexibility and labour hoarding

As we have seen working time reductions play anontgmt role in counteracting the impact of the
crisis on the German labour market. In additioth&se internal measures we observe a strong decline
of labour productivity per head and per hour belbe/long-run trend on the macroeconomic level.

At first sight maintaining jobs at a level not nesary for the current production level (labour
hoarding) is an economic anomaly. From a perspeatifv profit maximisation in a world with
homogeneous labour and without transaction co$tsulahoarding at the establishment level can
hardly be explained. Under these circumstancesinderutilisation of labour means that companies
stand to the right of their labour demand curvettsy fail to minimise costs at a given production
volume. Competition would cause these companiésstppear from the markets.

So we need at least to find plausible explanationsthe firm’s behaviour: What makes internal
flexibility so attractive? And beyond that, why @erman firms engage in labour hoarding, suffering
from a strong decline of labour productivity instezf separating from a part of their workforte?

To shed light on this behaviour we should rementbat real-life markets are much more complex
and companies’ decisions on hiring and firing adenon a broader basis than just weighing up
actual wage rates and marginal productivity (deikgri989). This is rational because a pure strategy
of external flexibility implies various transactiorcosts (Arrow 1970, Brechling 1965,
Bowers/Deaton/Turk 1982, Horning 1994). Firms Valte search costs when demand for their goods
rises again and they need to hire new employeesddition, costs will be incurred for setting uge th
labour contract and conducting job training (BeitaBertola 1990). Besides there are benefits of
labour hoarding resulting from the employment ietathip itself. If tasks are highly firm-specifioce

! The following arguments hold for internal flexibjl as well as for labour hoarding. For reasonsiofplicity
we refer to labour hoarding throughout the section.
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termination of an employment contract is accomphniy a loss of important firm-specific

knowledge which will be time consuming and costiyégain (Oi 1962, Becker 1975, Williamson et
al. 1975). Obviously these arguments will be malevant for high-skilled workers with complex
tasks than for low-skilled people engaged in raujobs (Kruppe/Mosley 1996).

Moreover, labour contracts are incomplete by natmd informal rules or social norms play an
important role for the effectiveness of labour tielas. This becomes more and more important in
knowledge societies where tasks are complex and-ytput relations are difficult to monitor. Here,
principal-agent problems are difficult to handle imgans of financial incentives or sanctions, and
trust and reciprocity are important ways of enhagavork effort (Akerlof 1982, Fehr/Gachter 2000).
These informal mechanisms need a long-term relsttipn to evolve and become stable
(Buttler/Walwei 1993, Marsden 1995). If the emplamhcontract becomes relational (Macneil 1974)
which means that the labour relation itself hasale, the costs of lay-offs will increase further,
resulting in an irreversible loss of firm-speciiad relational capital. This does not only affdat t
specific employment contract — the loss of trusy reill over and destroy reciprocal behaviour on a
broader basis among the remaining staff. In additioe company’s reputation as a reliable employer
is weakened, which might induce quitting and hanfp&sre recruitment (Okun 1981). In contrast,
labour hoarding is an approach that is complemgritanorms of reciprocity and trust, because it
signals that firms are willing to invest in safegliag a stable employment relationship. In doingeso
high level of work motivation can be sustained.

Besides these factors stemming from the employmelationship itself, there are other factors
favourable to labour hoarding in Germany. They h@vdo with the initial labour market conditions
before the crisis and the nature of the shock, vabdour market institutions and with direct state
intervention.

The overall labour market situation at the beginning of the crisis

There are more factors influencing the level ohsaction costs, e.g. the overall labour market
situation. When there has been a period of diffieslwith respect to the supply of labour in sgecif
sectors in the past, firms will expect long periofls¥acancies and thus high recruitment costs. Unde
such circumstances transactions costs go up awdrdmarding becomes plausible up to a certain
degree. In particular with regard to skilled woskénere are incentives for labour hoarding because
these are the workers that will be needed urgehiting the (next) upswing (James/Thomas 1998).

The decision not to dismiss core workers may afleat recent skill shortages in those regions or
industries mainly hit by the crisis. Indeed the @an economy, particularly manufacturing
companies of Western Germany, experienced diffesulto recruit highly skilled labour during the
last economic upswing. Examples for scarcitiesesmgineers and other technical staff requiring an
academic degree or an apprenticeship. So the caespane aware of an upcoming recruitment
problem, expect increasing hiring costs in theritand thus may be willing to preserve jobs in¢hes
sectors and occupations. This is even more impbbcause the crisis is especially affecting region
and sectors which have exhibited a comparativetydgabour performance during the recent past:
highly competitive and export-oriented manufactgiimdustries (Méller 2009). The German Vacancy
Survey indicates that especially firms particulaffected by the crisis report skill shortages ipte
the crisis (see figure 23).

The more those companies expect a recovery of tndars, the more they are willing to maintain
core workers. And they are also able to do so asyroéthe affected companies had earned good
profits in the economic upswing. This is also imdéd by strong positive deviations of labour
productivity from its long-term trend during thienod (see figures 21 and 22). For this reason they
are able to bear the costs of labour hoardingast fer some time without danger of bankruptcy.
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Figure 23: Recruitment problems of German companies affected by the crisis by industries

4th Quarter 2008 and 2rd Quarter 2009
(in percentages)
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Wage moderation

Since the year 2000 wages have increased onlyysiav@ermany. This wage moderation was further
strengthened by the labour market reforms betwed® 2and 2005. As a consequence of these
reforms the unemployed are willing to accept jolbsaalower wage level. For analysing the
employment decision of firms, the development @blar productivity has to be weighed against the
wage development. If productivity goes up therd aféo be room for wage increases without the
need to lay off workers.

Figure 24 shows on an aggregated macroeconomit tleatlabour costs per hour increased only
moderately and even did not exhaust the employmeuatral macroeconomic distributional scope
resulting from changes in labour productivity. Esiply during the last boom from 2005 to 2008 the
development of labour costs per hour stayed wddivibéhe macroeconomic distributional scope. The
wage development thus facilitated new recruitmant$ contributed to the increase in employment.
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Figure 24: Development of labour costs* per hour in relation
to the macroeconomic distributional scope**, 1992 - 2009
(Percentage changes compared to the previous year)
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** The macroeconomic distributional scope accordimghe definition of Sachverstandigenrat (2007jknahe
maximum changes of labour costs without any effentemployment.

Source: Gartner/Klinger (2010).

The ongoing wage moderation also improved the ctithy@ness of German companies on the world
markets. While unit labour costs in the Euro zone the OECD showed an upward trend the German
unit labour costs remained quite stable duringléise decade and even show periods of decreasing
numbers falling behind the baseline of the year02@®ain it is striking that the boom period from
2005 to 2008 was not accompanied by rising unitlalzosts.

With respect to the economic crisis wage moderaiotiowed the firms with resources for securing
their staff and reduced the pressure on redundanere on reducing labour costs (Boysen-
Hogrefe/Groll 2010). Because labour hoarding coalesg with a decline in productivity, a strong
rise in unit labour costs and temporary over-wtlizn of the distributional scope can be observed
from the end of 2008 in figures 24 and 25.
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Figure 25: Development of real unit labour costs in Germany, the EU, and the OECD
1st Quarter 2000 - 1st Quarter 2010
(Index 2005 = 100)
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Institutional features of the labour market

When looking at the transmission of shocks fromdgomarkets to the labour market we typically
observe some kind of a time lag. Obvious reasomsnatitutional features of the labour market. The
length of the delayed labour market response takshon the goods markets depends, for example,
on the strictness of employment protection for déad work arrangements and the way more flexible
work arrangements such as agency work or fixed-temtracts are legislated (see also chapter 2).

Germany is a country with a long tradition of sbgiartnership and workers patrticipation. Associated
with this it provides workers with a high level employment security. Compared to other OECD
countries employment protection legislation is eutrict with respect to standard work arrangements
while the deregulation of temporary work led toecmkasing index and contributed a more intense
use of these work arrangements (see Venn 2009igue fA12). Germany comes third in a ranking
of the OECD countries according to the strictnefstheir protection of permanent workers against
(individual) dismissals. Thus, to a certain degriedour hoarding is unavoidable on an
institutionalised labour market like in Germany.

Indeed, we observe different labour market reastionan international comparison. Countries with
weak employment protection like the United Statesl dreland or with a comparatively large
proportion of fixed-term contracts like Spain shdwe quick and strong reaction with respect to
employment. In contrast the labour market respamssuntries with strict employment protection
like Germany, Austria or the Netherlands has reetifairly small bearing in mind the sharp
decrease in GDP (see figure 26).
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Figure 26: GDP and employment in selected OECD countries, 2008-2009
(Growth rates compared to the previous year)
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In Germany, employment protection implies stablgleyment relationships for core workers which
were maintained during the financial crisis. On tleer hand, the more flexible use of agency work
offers some external flexibility. In addition, Geam companies established further functional
equivalents for external numerical flexibility. Namstruments of internal flexibility such as worgin
time accounts at the establishment level allowéoriations of working hours (see chapter 3.1).

In addition to employment protection and internaasures of flexibility the instrument of short-time
work served as a stabiliser of employment relatiggesmitigating the transmission of the shock ® th
labour market. Although there is some access ta-inee work for agency workers by now, it is the
core workforce that benefits to a large degree.

Interim conclusion

There are thus several reasons for labour hoarthiag can be derived from an institutional
perspective as well as from market reasons antbgfie of modern employment relationships. These
benefits of labour hoarding have to be weighedregjats costs, which are associated with lower
labour productivity and a corresponding increaseniih labour costs. So the price for labour hoagdin
is a decreasing competitive position of the firmtba goods market in the short run. An important
factor for this consideration is how long the fiempects the decline in demand to last. Labour
hoarding will be more favourable when companiesfaceng only short-term declines in production,
while expectations of a deep and long-lasting declhcrease the likelihood of lay-offs and make
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transaction cost arguments less important: labaarding tends to become inefficient. Output

uncertainty is crucial in this respect and canweatly be avoided (de Koning 1989). If firms adjust

their labour input to the levels of sales volumat tmay be achieved under favourable conditiony, the

run the risk of being left with unneeded workefghky decide to reduce staff, they may be short of
workers afterwards.

3.5 Negative side-effects of the German miracle?

Internal flexibility has the potential to securageavorkers. But at the same time it creates awlsin

it comes along with job freezes. In this case thaeeted level of new hires might be lower than it
would have been otherwise. Labour market dynamasredise and the employment intensity of
growth is likely to be lower in the next upswindiéfefore, outsiders bear even more risks of human
capital deviation while insiders in the core world® are secure. This is especially a problem g le
competitive workers such as long-term unemployethéadifficulties to enter the labour market.

Another side effect might stem from the high usitien of short-time work. A crucial question for an
assessment of short-time work is how far it coddehbeen substituted by non-subsidized types of
labour hoarding and how far displacement effeces @fr certain relevance. This question can, of
course, not be answered by using macro data. Ts@iso evidence that short-time work has partly
contributed to labour hoarding. Nevertheless, filata covering an earlier recession shows that-short
time work was also used by firms which did not #igantly expect an underutilisation of their
capacities (Dietz et al. 2010).

This cannot at all be excluded in the case of doemt crisis especially with regard to the reforms
leading to more generous short-time work schemessid8s the financial incentives the new
legislation also constitutes that other optionsimiérnal flexibility do not necessarily have to be
exploited anymore before applying for short-timerkv¢see table 3). So there is no sequence of
phasing down working time accounts before usingtdgitoe work anymore, but different measures
of working time reductions may be used simultanBousis increases the portfolio of strategies for
firms and improves their ability to react to thésis but it should also lead to a stronger adoptibn
the subsidies and may imply a crowding out of nalasidised activities.

Companies decide about labour hoarding on a costfibaatio which in general does not include
social costs of labour hoarding. Additional coststhe public may result, e.g. if short-time worker
will be dismissed later on anyway or firms couldd@aone without public aid.

Indeed firms not expecting a considerable decrefssales used short-time work in the first six
months of 2009 (see table 5). A remarkable findsghat within this group establishments using
short-time work are more likely to have steadyrmreéasing levels of employment. Furthermore the
biggest part of them expected no significant chaingemployment from June 2009 to June 2010
(table 6). Of course, there might be reasons whegdhfirms used short-time work in times of
economic difficulties. E.g., certain parts of thasenpanies may have been strongly affected by the
crisis whereas others are still doing well. Bubails these cases, the state should check whetier th
firm itself should be responsible for the necessadjustments according to the principle of
subsidiarity.

However, most firms using short-time work expectitreasing sales. But not all of them lost
employment between 2008 and 2009. The shares ablissiments using short-time work and
expecting decreasing sales with increased or steagyloyment and of those with a decline in
employment were equal. This may suggest that shmet-work has an impact: probably there would
have been even more lay-offs without the existaidbe scheme. Nevertheless, a considerable part
of these firms expects a further decline in emplegtrfrom June 2009 to June 2010 (table 6). This
means that in 2009 the use of short-time work attidenot ensure positive employment expectancies
of the corresponding firms.
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Table 5: Share of establishments with short-time work in the first six months
of 2009, by subgroups

Sales expectancies in 2009 Change of employment from Share
compared to 2008 2008 to 2009
Steady or increasing sales Steady or increasing 20 % (+- 5.5%)
Decreasing 12 % (+/- 4.5%)
. Steady or increasing 34 % (+/- 6.0%)
Decreasing sales Decreasing 34 % (+/- 6.0%)

Note: Weighted shares with estimated 95% confidentvals for the number of establishments (takkem
Fischer et al. (2008, p. 37). Only establishmerith imformation about sales expectancy, employnie2008
and 2009, and use of short-time work are considgéd +/-0.5 of all observed establishments in 2009

Source: Stops (2010), IAB Establishment Panel.

Table 6: Share of establishments with short-time work in the first six months
of 2009, by subgroups

. Expectancies in changes of
Salecsoﬁp:rgg?glggéré ALY emrlJDonment from Juneg 2009 Share
P to June 2010

Increasing 3% (%)

Steady or increasing sales Steady 27 % (+/-5.5%)
Decreasing 3% (%)

Increasing 6 % (+/—3.8%)

Decreasing sales Steady 32 % (+/—6.0%)

Decreasing 30 % (+/-6.0%)

Note: Weighted shares with estimated 95% confidentvals for the number of establishments (takkem
Fischer et al. (2008, p. 37).

* Number of establishments observed is too smatilyQhese establishments with information abouesal
expectancy, expectancies in changes of employmemt June 2009 to June 2010, and use of short-tioré w
are considered (5 % +/-0,5 of all establishments).

Source: Stops (2010), IAB Establishment Panel.

To investigate the employment effects of short-timmek a counterfactual situation would be needed.
This means that firms which have used short-timekweould have to be compared with “similar”
firms in statistical terms which have not usedittstrument. Given the data for Germany this is by n
means an easy task — also because the intensityilishtion on the firm level is not known.
Nevertheless, Bellmann/Gerner (2010) made an attéypusing the German IAB Establishment
Panel. However, they did not find any clear evidefoz employment impacts of short-time work.

We conclude at this stage that it is not really wnoto what extent short-time work has really
stabilised employment in Germany, but there ardshfor positive impacts: nearly half of the

establishments with negative sales expectanciesisind short-time work at the same time keep their
level of employment. It should also not be concgdleat the use of short-time work seems to be
almost independent from the economic situatiorhefdstablishment. Even firms with positive sales
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expectancies used short-time work. In order to misé windfall profits, one could think about more
specific conditions for the use of short-time wospecially better targeting seems to be an issue:
one option would be to differentiate between firsngfering heavily from the crisis and firms being
only marginally affected. Regulations could offepne generous subsidies and an easier access for the
first group and less favourable conditions to thtel. The revised legislations in 2009 addressed
heavily affected companies (defined as long-terners)s by fully subsidising social security
contributions. One may think of complementary ragohs taking the (expected) economic situation
of a firm into account. Nevertheless, there is@fam at that point in time when the decision for o
against using short-time work has to be made: eettie firm nor the government knows whether the
firm’s negative business expectations become @ue. solution could be a combination of short-time
work with a clause for repayment in the case ofia@xpected better economic situation from an ex-
post perspective.

4. Other policy actions to counteract the economic crisis

Besides short-time work the German governmentaiteiti other policy actions in order to counteract
the implications of the economic crisis. Of outsliag importance were the securing of private
savings, the rescue of banks affected by the finhmrisis and the fiscal stimulus packages. In
addition, labour market policies need to be analy3éey cover unemployment benefits as well as
active labour market policies. In the following Bec these policy impulses and their effects on
labour market stabilisation during the course efchsis will be addressed.

4.1 Stabilising the financial system and fiscal stimulus packages

In a first important step immediately after the kauptcy of Lehman Brothers the German
government secured private savings to avoid a bamky individuals willing to withdraw large parts
of their accounts. In addition, banks were resdueg@ublic letters of credit. Without these measures
the financial system in Germany could have beemdtigally destabilised.

A second part of government action was a stroragffisnpulse consisting of automatic stabilisers and
two stimulus packages. Automatic stabilisers aeyiph a prominent role in European economies,
particularly in Germany. On the one hand, they ltdsom higher tax revenues in boom periods and
lower tax revenues in a recession. On the othed,hdrey stem from variations in government
expenditure. If nothing else is changed governnegpenditure increases automatically in economic
downturns and decreases in periods of upswing. dipethe German system of social security,
particularly the unemployment insurance, welfarediiés as well as the pension scheme generate
powerful automatic stabilisers. In all the mentidroases of automatic stabilisers a deficit (orveelo
surplus) either in the budget of the social segusjtstem or the government is tolerated. The other
important elements of fiscal policies were two disstimulus packages including a whole bunch of
measures. They addressed public and private ineestas well as private consumption (see table 7).

The cumulated effects of these fiscal impulses BiP @r the years 2009 and 2010 are expected to be
around 0.8 and 0.9 percentage points (Barabas 20@9; Scheufele 2009). This would amount to
expected employment effects in a range betweerd@8QFeil/Gartner 2009) and 260.000 in a more
optimistic estimation by Barabas et al. (2009).
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Table 7: Economic stimulus packages I and Il in Germany
(in billion Euros)

2009 2010
Public expenditures
Increase in investment 1 1
Increase of KfW programmes 0.3 0.5
Publically funded “future investment” 3 12
Subsidization of mobility research
Raising of the standard benefit rate for childreder Book Il of the Social 0.2 0.3
Code
Car scrappage premium 5
Changes in short-time working allowances and amittti placement staff at th2.9 3.2
Federal Employment Agency
Deficiency in tax revenues
Improved amortisation conditions, suspension and regulation of vehicle 2.7 5.9
tax
Cuts in income tax, and child bonuses 4.9 5.6
Reduction in the rate of contributions of statutbealth insurance 3 6
Total burden on public budgets 23.7 35.2

Source: Feil/Gartner 2009.

4.2 Labour market policy during the crisis

Labour market policies cover unemployment benefitsvell as active measures. Both are relevant for
the level of social security, workers’ incentiveslook for a job and the matching of labour supply
and labour demand. In times of recession the is§ws®cial security obviously plays an important
role. However, labour market policies also servenitigate the consequences of structural change
and prepare redundant workers for better times.

Unemployment benefits and activation

Parameters of unemployment benefits are their |elehtion and the conditions of entitlement. One
has to bear in mind that there is a conflict oflga@this context between the financial supporircy
unemployment on the one hand and the incentivesdoch for and take up employment on the other
hand. The more generous unemployed benefit schamethe lower are the incentives to terminate
unemployment.

The German system of unemployment benefits conefstdatus-oriented unemployment benefits |
financed by the unemployment insurance and a miestsd tax-based unemployment benefit Il.
Apart from changes in the regulation of short-twark both systems did not alter during the crisis.
But they were subject to major revisions during eetz-reforms from 2002 to 2005, when social
protection became less generous especially for-terrg unemployed and activation of unemployed
gained in importance. There is evidence that indbeboom period these reforms have contributed to
higher individual search intensity and a greatdlingness of unemployed to accept less attractive

2 However, the more generous legislation of shonetivork as a whole may be interpreted as an extermsi
unemployment benefit | for workers who would haee dismissed without the scheme.
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jobs. This explains to a certain extent why ecomogrowth became more employment intensive
compared to earlier boom periods (see chapter 2).

Although unemployment benefits particularly for ¢gterm unemployed were reduced as part of the
labour market reform, the level of social secuiityGermany is still rather high compared to other
countries (see Walwei 2009). The payment of uneympémt benefits acts as an automatic stabiliser
at the macro level because revenue losses as svatlditional expenditure are tolerated. At the same
time it stabilises individual incomes and avoidsiabhardship.

Active labour market policies — the overall picture

As already mentioned activation policy was mairgdirduring the crisis. Active labour market
policies aim at supporting the unemployed to findeav job or improving their job opportunities

through counselling and job placement servicestilltremains important in times of recession when
labour demand and new hires are decreasing.

Germany is one of the countries with a comparativegh expenditure on active labour market
policies. So, there was a fully developed set sfruments which did not change during the crisis.
However, it is self-evident that more individuapport is needed during a recession than in peiiods
which employment agencies can make more demandeemployed.

During the crisis the budget for active labour neanolicy increased mainly for two reasons. On the
one hand the government focused on safeguardirgy jdterefore, more money was needed for the
more extensive use of short-time work. On the olttaard, the government decided to dedicate parts
of the fiscal stimulus packages to engage moré ftathe Federal Employment Agency to dampen

the impact of the crisis on the labour market.

From the year 2005 on, when thartzreforms were introduced the level of active labmarket
policies — measured in terms of the number of perso measures excluding short-time work — has
been more or less stable (see table 8). Whered& mubployment programmes lost importance to
some extent there was a stronger use of furtheatimal training during recent years.

These trends also continued more or less duringdhese of the crisis. The intensity of using direc

job creation schemes decreased further while tvasean increased use of further vocational training
for unemployed. The use of wage subsidies did hahge significantly (see figure A13). The sum of
inflows into these programmes was slightly higtemtin the years before.

In a deep and long recession there is always aedahgt transitional cyclical unemployment may
change to persistent structural unemployment. Actlabour market programmes including
counselling and job placement have the potentigbtmteract such risks by improving the matching
between labour demand and labour supply and awoithh capital devaluation.

Whereas particular groups suffer from long-termmplyment also in a more favourable economic
situation, the prospect for integration into emphent decreases for all unemployed people in times
of recession. At first sight it seems reasonalde dluring the crisis labour market programmes ghoul
address a broader range of people than in periogisomomic boom. In the following we will discuss
these issues for counselling and job placementicesrvand the most important labour market
programmes in Germany such as further vocatioaalitrg, wage subsidies, and public employment
programmes.
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Table 8: Active labour market policies* in Germany, 2005 - 2009
(yearly averages, thousands)

2005 2006 2007 2008 2009

Further vocational training 142 144 149 171 216
Public employment programmes 286 376 365 355 338
Wage subsidies 436 427 398 371 371

* Excluding early retirement

Source: Federal Employment Agency 2010.

The question arises, whether there is generallptantial of active labour market programmes to
dampen the consequences of a recession and hofullth@otential can be realised. Although the

evaluation of active labour market programmes ismajor field of research in Germany

(Moller/Walwei 2009), up to now there is only limdt empirical evidence about the effects of labour
market programmes in different periods of the beséncycle. Therefore, in the following we

conceive some theoretical and conceptual considegain this respect.

Counselling and job placement services

Counselling and job placement services supporicheactivities of job-seekers and employers and
thereby improve the matching of labour supply aimbur demand. They deal with the analysis of job
seekers’ strengths and weaknesses, activating #Hmngiving assistance to them, if necessary
(Konle-Seidl/Stephan 2009). Studies for Germanyi@et al. 2006, Hainmdller et al. 2009) showed
that a reduced number of unemployed per casew(chkseload) has positive effects on individual job
finding rates. Unfortunately there is no evident®w an “optimal” caseload. Furthermore, it is
known for Germany that the efficiency of matchirpdur supply and labour demand differs
considerably with respect to regions and occupati@tiib/Werner 2008, Stops/Mazzoni 2010). By
extending efforts to reduce bottlenecks on botlessidf the labour market the public employment
service could increase its effectiveness. Howethés, requires a profound diagnosis of particular
parts of the labour market. In the case of recriithproblems job placement need to be focussed
even more, in the case of severe difficulties foeraployed to find a job their employability needs t
be strengthened. Because more people get unemplogegderiod of recession it would be rational to
enhance the personal capacities of placement servithis is not only necessary for hard-to-place
workers who are facing even more difficulties todfia job but also for short-time unemployed who
are more competitive.

The other important impact of the crisis, the daseein labour demand, may suggest lower capacities
for placement services. But it should be borne imdnthat counselling and job placement services are
experience goods — this means that the qualithefservice is difficult to assess in advance. While
using the service it can be ascertained by expazi€Walwei 1993). Therefore, there is a potental t
provide or keep confidence in employment servigeeftering high-quality counselling and assisting
employers in difficult economic circumstances adl.weor this reason a reduced capacity for
counselling and assisting employers during theéscrigy be not effective in the long run. From this
point of view, putting emphasis on counselling lnynly more staff for job placement services was a
good decision.
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Further vocational training

Independent from the short-time work scheme whintiudes simultaneous training the German
government increased the budget for training measiar already employed workers such as elderly
or employees who have not been trained in recestsydost evaluation studies found that these
programmes have positive impacts on the emploympegpects of the participants (Bernhard et al.
2009).

A focus on low-skilled workers seems reasonableenEthough they suffer from poor employment
prospects (Reinberg/Hummel 2007), attending furtherational training can improve or maintain
their individual employability. Due to such prognames the job finding rate may increase, the risk of
becoming unemployed may decrease, and participdutisie income may rise (Kruppe/Dietrich
2009).

Lechner/Wunsch (2007) showed for the period fror@6L& 1995 that further vocational training in
Germany is more effective if measures start in simehigh unemployment. An explanation for this
finding might be that negative lock-in effetare larger in times of low unemployment and puesiti
long-run effects of training are larger in timeshigh unemployment. In general, evaluation studies
have shown that unemployed not participating ithierr vocational training are looking for jobs more
intensively and find, therefore, jobs more quickowever, in periods of high unemployment non-
participants need more time to find a job as wighis means that the opportunity costs of a reduced
job search due to programme participation are loimetimes of recession and, therefore, the
individual incentives to attend a programme rise.

Furthermore, during a period of crisis more emptbpeople may be interested in further training
because they fear to lose their jobs. In times Weds demand for their products it may be an
opportunity for firms to raise the productivity thfeir workers through further vocational trainitg.
addition, the risk that workers would leave thenfafter participating in training is generally lowe
times of recession. But on the other hand costspres for firms increase during an economic crisis
and firms tend to cut training budgets as wellthgolabour costs (Bechmann et al. 2010). Thisceffe
seemed to be dominant during the crisis, becawsatre of firms offering further (subsidised or
non-subsidised) trainings to their workers decrédismm 2008 to 2009 (see figure 27).

Nevertheless, the use of subsidised further vataltitraining during employment has increased
during the recent crisis and is higher than in jonew years (see table 8). The same is true for the
development of training schemes for elderly and-$wled workers which started in 2007 (see figure
Al4). All in all, the level of utilisation is stilrather low which is in line with the also weak
simultaneous use of short-time work and trainireg (gure 19).

13 Negative lock-in effects will result if unemployegdrticipants of an active labour market progranmetiice
their job search effort and/or caseworkers offemnttfewer job proposals.
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Figure 27: Share of firms offering further training as a share of all firms,
1999 - 2009
(percentages)
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Source: Bellmann 2010.

There are several reasons for a low utilisatioemployment-oriented training. Firstly, firms need
information about the supply of suitable trainingasures as well as about the specific demands of
their employees with respect to further educat®stondly, the training-related loss of working sour
should not contradict with firms’ operating proceel Large firms easier comply with these
requirements because they often have a human cesdepartment that is well informed and the
work organisation is more flexible (Bechmann et 2010). Thirdly, there is some evidence that
particular groups of employees are not convincedl ttrere might be considerable benefits of further
education for themselves. Finally, the availabiliy information concerning suitable training
measures seems to be insufficient for both, firmd amployees. As a consequence, there are
initiatives of local employment agencies to providere profound advice with respect to training
measures particularly for smaller and medium-sifieds. In general, more research needs to be
undertaken concerning the employees’ attitudes rdsvdurther education, the requirements for
lifelong learning from the individuals’ and firmgerspectives, and the organisation of further
education. Nevertheless, there is clear evidenaetlie broad use of further vocational training has
the potential to reduce negative labour marketcedfef an economic crisis. But the programmes have
to be oriented toward the actual demands of thasfiand they should be tailor-made for the
corresponding target groups.
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Wage subsidies

Wage subsidies like thgingliederungszuschissee offered to hard-to-place persons, e.g. long-te
unemployed, disabled persons, or workers aged &fsya& older. Employers can regularly receive
subsidies up to 50 per cent of the monthly salaryaf maximum of 12 months. A period of further
employment is obligatory after the expiration of thage subsidy.

Most studies dealing with wage subsidies show fealgle effects for the employment prospects of
participants (e.g. Bernhard et al. 2006, 2007; kmmiann et al. 2006; ZEW et al. 2006;
Jaenichen/Stephan 2009). But it has to be bornmd that probably unobservable deadweight losses
may diminish or at least reduce positive effecthatindividual level. Deadweight effects in a oavr
sense occur if the same individual would have do¢ tsame job without any subsidy
(Jaenichen/Stephan 2009). It is a matter of faat thuring a period of crisis a larger number of
gualified and experienced workers become unemployéuins — particularly those with severe
economic problems — may probably expect to recdimancial support for recruiting highly
productive workers (Wolff/Kupka 2009). Such deadyieffects can only be avoided or at least
reduced through a strict targeting of participants.

Public employment programmes

German public employment programmes likeArbeitsbeschaffungsmallnahmenand
Arbeitsgelegenheiteare work opportunities for unemployed persons with & |arobability to enter
regular employment. Public jobs are required toatlditional which means that there should be a
public interest for the activities and that thex@o substitution of private initiatives. The pragymes
aim at improving individual employability and sdciaclusion of the participants as well as creating
job opportunities for hard-to-place persons in@agiwith high unemployment (Kupka/Wolff 2009).

For the most cases evaluation studies show negatbudts with respect to labour market integration.
Only for hard-to-place persons or unemployed witalth problems the net employment effects are
positive (Caliendo et al. 2004, 2008; Hohmeyer/\WW@mM08; Hohmeyer 2009). Like other active
labour market policies public employment programmeier from significant lock-in effects as the
job finding rate of participants is rather low dwgithe course of the programme. Here again, a prope
targeting system with respect to the least competitersons seems to be crucial.

It is well known that the subjective well-being athg health of unemployed are getting worse during
the course of joblessness (e.g. Paul et al. 206/BBanchflower 2009). There are some hints that
job-creation schemes may have a positive effedhesith, well-being, and work motivation during
programme participation. However, this is not theecafter leaving the programme. Furthermore, the
programmes have the potential to improve the ppatits’ social well-being because the work-days
have a clear schedule and the jobs offer new so@dlorks and lead to a higher social status
(Kupka/Wolff 2009).

As already mentioned during a period of crisis mpegsons with good employment prospects
become unemployed. Evaluation studies suggestithabuld not make any sense to push these
unemployed into public employment programmes baex#usse measures should address people with
severe difficulties to find a job and would prevenbre competitive workers from intensive and
successful job search. Therefore, it can be coeduthat these programmes may have positive
effects, but mainly for certain groups of unemplbyearticularly hard-to-place persons and long-term
unemployed.

Furthermore, it should be born in mind that thesmsive use of public employment programmes
increases the danger to substitute regular emplotyoreto prevent the creation of unsubsidised jobs.
Nevertheless, public employment programmes havetenpal to dampen the individual effects of
unemployed who were inactive for quite some timaer€fore, public employment programmes
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should be an integral part of labour market padidieit they should be limited in size and strictly
targeted towards hard-to-place persons. All iniabeems to be reasonable that public employment
programmes have not been expanded during the.crisis

Interim conclusion

Active labour market programmes can hardly boostegbonomy and can hardly create new regular
jobs. Nevertheless, they have a potential to dartiperabour market effects of a recession.

Giving assistance to the growing number of unengognd keeping them in touch with employers
are good reasons to increase the personal capgaoitieounselling and job placement during the
crisis. A broader use of demand-oriented and tailade further vocational training programmes may
improve the employability of unemployed and emptbyarticipants. This is especially true, when
longer periods of low labour demand and high unegmpkent are expected and lock-in effects of
training programmes become less important. Fin#llg,intensity of using wage subsidies or public
employment programmes should take into accountebel and the changes in the composition of
unemployed (Konle-Seidl et al. 2009). From thisnpaif view, German public employment agencies
seemed to be on the right track by focusing on tdiae work as well as increasing further

vocational training and not enhancing wage subsided public employment programmes
significantly during the crisis.

5. Conclusions

Although the German economy was affected stronglythe financial crisis the labour market
response was quite weak. This is true in compats@arlier recessions as well as with respedteo t
developments in other countries during the receigisc As we have seen there is no single
explanation for the stability of the German labmarket during the course of the crisis. First &f al
the worldwide economic crisis reached Germany wihenlabour market was in good shape. This
positive development on the labour market was nbt driven by a strong economic boom but it was
also due to wage moderation and labour market mefocausing a more employment-intensive
economic growth.

In addition the nature of the crisis was not stiadt but Germany experienced a strong cyclical
demand shock. Particularly the manufacturing sewitr highly competitive firms often situated in
prospering regions in the south-western part ofntd@y with a good overall labour market
performance was heavily hit by the crisis. Othajiges with higher unemployment rates have not
been affected that much by the shock. In someashtbmployment even increased further despite the
crisis due to a stronger service sector and tlwalfistimulus packages of the German government.
These asymmetric consequences of the crisis tuoedo be advantageous for the German labour
market because existing labour market disparitieewot fortified.

A lot of firms affected by the crisis had experiedcskills shortages during the last boom period and
thus companies and workers had a joint interestabilise their employment relations even in times
of lowering demand. The economic upswing with hpgbfits and high working hours endowed them
with the resources to apply internal adjustmenatsgies like a phasing down of working time
accounts or a decrease of labour productivity touiee the jobs of the core workforce. Layoffs
occurred, too, but they affected the contingentkface to a higher degree as the drop in agency
work shows. So, the protection of the core workéon@s also facilitated by the recent deregulation o
temporary work arrangements which serve as aniadditsource of external numerical flexibility in
the firm’s portfolio of adjustment strategies.

To a considerable degree firms engaged in laboardmg in terms of not adjusting the number of
employees in line with shifts of demand for thegucts. It is important to understand that thendir
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decisions for labour hoarding are in line with firahaximising strategies and were not directly
induced by public policy, although the strong ttiadi of social partnership on the German labour
market has played an important role. As internaysmaf flexibility were facilitated by job alliances
and company level pacts for employment, a cultdirgooial consensus on the collective level served
as an important basis for good and sustainableigotuat the firm level.

Non-subsidised forms of working time reductiondadyour hoarding were complemented by public
subsidies in the form of short-time work. At theglmming of the crisis the conditions for short-time

work became more attractive to firms. This hasegias a political and psychological signal that the
government is willing to support the firms in theifforts to secure jobs. To strengthen short-time
work helped stabilising employment and preventingraployment to rise.

But internal measures of flexibility as well as gHame work do have their limitations. They aret no
costless, as they imply lower profits for companiesver wages for workers and higher budget
deficits for the government — at least for a lirdifgeriod of time. This reveals that such measuses c
only bridge a short-time crisis. There is only as@n to maintain jobs when firms have positiveriitu
expectations concerning increasing demand andt@rdfi a more structural crisis a larger number of
layoffs would be unavoidable. In addition publibsigdies like short-time work would run the risk of
postponing structural change by securing non-vifibdes. Workers might stick to their jobs too long
and decrease their employment prospects. So thetwte of the crisis and the competitiveness of the
German firms were crucial pre-conditions for théeetiveness of adjustment processes on the firm
level.

These considerations also imply that the spedificciure of the economy and the nature of the shock
have to be analysed in detail before transferriegian solutions to other countries. They also taint
the general point that labour market policy migalphto mitigate the consequences of an economic
shock but it is not able to address the structprablems underlying an economic shock. The
economic recovery and the stabilisation of the emplent situation have to be grounded on a real
recovery of the goods markets.

But also with respect to the favourable conditidos labour hoarding in Germany some open
guestions remain with respect to the effects oftdiitme work. In general the firms’ decisions o®th
use of short-time work will ignore its social cosfgditional costs for the state may result, efg. i
short-time workers are dismissed later on anywayf érms could have done without public aid.
Labour market policy should aim to minimise theests and restrict access to the “right” companies.
This is not trivial because there is uncertaintgualihe future: when firms apply for short-time wor
neither the company nor the state know how thenlessi will evolve. One solution to this problem
could be a clause for repayment of subsidies ie chan (unexpected) good economic situation from
an ex-post perspective.

To sum up, the German miracle consists of sevagaedients. The labour market benefited from the
advantageous interplay of the initial conditions éime structure of the crisis. Measures countargcti
the crisis are evidence of a good team work orewfit levels of the labour market. Employers,
workers, social partners and the state were wiltimgeontribute to securing jobs. Their interplay
followed the principle of subsidiarity. The firmvel was endowed with a high freedom to handle
working conditions in a flexible way — of coursethwn legal boundaries. This may have positive
effects in the longer run because mutual agreen@mtsieasures to save jobs can strengthen the
employment relation and become the basis for a Iamg and productive relationship. Social
partnership supported these arrangements on thddirel which were finally complemented by the
extension of the short-time work scheme. Althouggst joint efforts are an important explanation for
the successful labour market adjustments one hias &wvare of possible distortions triggered byestat
policies. As we pointed out there is some evideheag short-time work crowded out non-subsidised
adjustments on the firm-level. This indicates tleed for an efficient targeting procedure for public
subsidies to firms.
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Appendix 1: Additional figures and tables
Figure A1l: Employment covered by social security and total hours
worked in Germany, 1991 - 2009
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Source: Federal Employment Agency; IAB.
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Figure A2: Development of full- and part-time employment in Germany
2nd Quarter 1991- 2nd Quarter 2010
(Growth rates compared to the previous quarter in per cent)
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Figure A3: Outflow from unemployment in Germany, 2005 - 2009
(Average monthly outflow rates in per cent)
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Figure A4: GDP and average working hours by type of employment in Germany
1st Quarter 2008 - 1st Quarter 2010
(Growth rates compared to the same quarter of previous year in per cent)

Ql
2009 2010

I Growth rate of GDP = full-time Part-time

Source: Federal Statistical Office and IAB.

48



Safeguarding jobs in times of crisis — Lessons ftbenGerman experience DP 207

Figure A5: Development of firms using short-time work, 1991 - 2010
(Number of firms)
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Figure A6: Share of short-time workers on all employees subject
to social security contribution, 1991 - 2009
(Percentages)
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Figure A7: Share of firms using cyclical short-time work by industries
(Percentages)
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Figure A8: Cyclical short-time workers by industries
(Percentages)
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Figure A9: Cyclical short-time work in 2009 by firm size
(Total number of short-time workers)
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Figure A10: Shares of cyclical short-time work in June 2009 by firm size
(Percentages)
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Figure A11: Average share of short-time workers as part of total employees
in user firms by firm size, June 2009
(Percentages)
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Figure A12: OECD-index of Employment Protection Legislation (EPL) and use of fixed-term

contracts and agency workers in Germany, 1991 - 2007
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Figure A13: Important active labour Market Programmes? in Germany, 2005 - 2009
(Inflows, yearly totals)
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Further vocational training for elderly or low-skilled workers

Figure A14

during employment, January 2007 - March 2010
(total numbers)
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Appendix 2: Data sources

Figure B1: Employment: Quarterly changes of employment, 1992 - 2010
(percentage changes)
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Figure B2: Unemployment: Quarterly unemployment changes, 1992 - 2010
(percentage changes)

25

% [
: I . r A. . i A s [
/ﬁ 1 A. r ¥ [

T~

(o
- f

j
O==_]
B} J

IT .
ARLELY A AL
ﬂ[ﬁ | Vllylvd

-15

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

—o—Unemployment Federal Employment Office ~#-Unemployment OECD

Source: Federal Employment Agency, 2010.

59



Safeguarding jobs in times of crisis — Lessons ftbenGerman experience DP 207

References

Akerlof, G. A. (1982): Labour Contracts as Partialft Exchange, in: Quarterly Journal of
Economics, Vol. 84, 488 — 500.

Antoni, M.; Jahn, E. J. (2009): Do changes in ragoh affect employment duration in temporary
help agencies? In: Industrial and Labor Relatioesi®v, 62 (2), 226-251.

Arrow, K. J. (1970): The Organization of Economicti4ity: Issues Pertinent to the Choice of Market
versus Nonmarket Allocation, in: R. H. Haveman dnd/argolis (eds.): Public Expenditures
and Policy Analysis, 59-73.

Arlt, A.; Dietz, M.; Walwei, U. (2010): Winds of @mge: Work arrangements in Germany, mimeo.

Atkinson, J. (1984): Flexibility, Uncertainty and avipower Management, IMS Report, No. 89,
Institute of Manpower Studies, Brighton.

Atkinson, J.; Meager, N. (1986): Changing WorkirgttBrns: How companies achieve flexibility to
meet new needs, Institute of Manpower Studies, ddati Economic Development Office,
London.

Bach, H.-U.; Spitznagel, E. (2009): Kurzarbeit: iBdie zahlen — und haben etwas davon, IAB-
Kurzbericht 17/2009.

Barabas, G.; Dohrn, R.; Gebhardt, H.; Schmidt,2D0Q): Was bringt das Konjunkturpaket II? In:
Wirtschaftsdienst, 89 (2), 128-132.

Basu, S.; Fernald, J. (2000): Why is productivitpqyclical? Why do we care?, NBER Working
Paper Series, No. 7040.

Bechmann, S.; Dahms, V.; Fischer, A.; Frei, M.; &ebJ. (2010): 20 Jahre Deutsche Einheit - Ein
Vergleich der west- und ostdeutschen Betriebsldrafsem Krisenjahr 2009 - Ergebnisse des
IAB-Betriebspanels 2009, IAB-Forschungsbericht 206.0.

Becker, G. (1975): Human Capital: A Theoretical &mdpirical Analysis, with Special Reference to
Education. New York: Columbia University Press, NBBE

Bell, D. N.F.; Blanchflower, D. G. (2009): What Shad Be Done About Rising Unemployment in the
OECD? IZA Discussion Papers 4455.

Bellmann, L. (2010): Erwerbstatigkeit und Arbeitsigkeit in Deutschland. In: B. Badura, H.
Schrdder, J. Klose and K. Macco (eds.), FehlzdRepert 2010. Vielfalt managen: Gesundheit
fordern - Potenziale nutzen. Zahlen, Daten, Anailyaes allen Branchen der Wirtschaft, Berlin:
Springer, 83-90.

Bellmann, L.; Gerner, H.-D. (2010): Economic Cridising Unemployment and Policy Responses.
Nuremberg: Paper prepared for the IZA/OECD Workslraris 8./9. February 2010

Bellmann, L.; Gerlach, K.; Meyer, W. (2008): Compdevel pacts for employment. In: Jahrblcher
fur Nationalékonomie und Statistik, 228 (5/6), F3.

Bentolila, S.; Bertola, G. (1990): Firing Costs anabour Demand: How Bad Is Eurosclerosis?.
Review of Economic Studies, Vol. 57, 381-402.

Bernhard, S.; Jaenichen, U.; Stephan, G. (2006)gliederungszuschiisse bei Einarbeitung und
erschwerter Vermittlung Matching-Analysen auf derasB von Prozessdaten. In:
Vierteljahrshefte zur Wirtschaftsforschung, 75 @J;84.

Bernhard, S.; Jaenichen, U.; Stephan, G. (2007hglieéderungszuschisse: Die Geforderten
profitieren, IAB-Kurzbericht 09/2007.

Bernhard, S.; Hohmeyer, K.; Jozwiak, E.; Koch,iK8uppe, T.; Stephan, G.; Wolff, J. (2009): Aktive
Arbeitsmarktpolitik in Deutschland und ihre Wirkwerg In: J. Moller and U. Walwei (eds.),
Handbuch Arbeitsmarkt 2009, (IAB-Bibliothek, 31Bjelefeld: Bertelsmann, 149-201.

60



Safeguarding jobs in times of crisis — Lessons ftbenGerman experience DP 207

Blankart, B. (1973): Arbeitskraftenachfrage im Kamturablauf — das Problem des temporaren
Hortens von Arbeitskréften, Zeitschrift fir Volkstgchaft und Statistik, 109 (2), 171-185.

Blinder, A. S.; Choi, D. H. (1990): A Shred of Eence on Theories of Wage Stickiness, in:
Quarterly Journal of Economics, Vol. 105 (Nov.)03a1015.

Bosworth, D.; Westaway, T. (1990): Labour Hoardimqpd Recorded Unemployment in OECD
Countries, in: J. Muysken and C. de Neubourg (ed$nemployment in Europe. London,
Macmillan, 150-164.

Bowers, J.; Deaton, D.; Turk, J. (1982): Labour tdogy in British Industry, Oxford: Blackwell.

Boysen-Hogrefe, J.; Groll, D(2010) The German Labour Market Miracle, National Insgtut
Economic Review 2010, Vol. 214, 38-50.

Brechling, F. P. R. (1965): The Relationship betwe®utput and Employment in British
Manufacturing Industries, in: Review of Economiades, Vol. 32, 187-216.

Buttler, F.; Walwei, U. (1993): Employment Securdpnd Efficiency: Assumptions in the Current
Debate and Empirical Evidence for West Germany; 26t

Caliendo, M.; Hujer, R.; Thomsen, S. (2004): Evabra der Eingliederungseffekte von
ArbeitsbeschaffungsmalRnahmen in reguldre Beschatiigir Teilnehmer in Deutschland,
Journal for Labour Market Research / ZeitschriftAibeitsmarktForschung, 37 (3), 211-237.

Caliendo, M.; Hujer, R.; Thomsen, S. (2008): Theptwment Effects of Job Creation Schemes in
Germany — A Micro econometric Evaluation, in: D.lIivhet; J. Smith and E. Vytlacil (eds.):
Advances in Econometrics, Vol. 21: Estimating andal&ating Treatment Effects in
Econometrics, 383-430.

Cazes, S.; Verick, S.; Heuer, C. (2009): Labourketapolicies in times of crisis, ILO Employment
Working Paper No. 35.

Crimmann, A.; Mdller, J.; Stops, M.; Walwei, U. (Z): Kurzarbeit: Wann und wie lange lohnt sie
sich? In: IAB-Forum, No. 2, 104-111.

Crimmann, A.; Ziegler, K.; Ellguth, P.; Kohaut, &ehmer, F. (2009): Forschungsbericht zum Thema
"Arbeitnehmeriberlassung”. Endbericht zum 29. M#2 Bundesministerium fir Arbeit und
Soziales. Forschungsbericht Arbeitsmarkt, 397, Nérg.

Crimmann, A.; Wiel3ner, F.; Bellmann, L. (2010): T@erman work-sharing scheme. An instrument
for the crisis. ILO Conditions of Work and EmploymieéSeries, 25, Geneva.

De Koning, J. (1989): Labour Hoarding in Dutch M&aaturing Industry, De Economist, Vol. 137,
155-172.

Dietrich, H.; Kruppe, T. (2009): Qualifizierung inkErwerbsverlauf: Eine Chance in der
Wirtschaftskrise? In: Sozialer Fortschritt, 58 (1257-264.

Dietz, M.; Stops, M.; Walwei, U. (2010): Safeguagljobs through labor hoarding in Germany. In:
K. F. Zimmermann and C. Wey (eds.), The economigesr and the labor market. Can
institutions serve as a protective shield for emplent?, Applied Economics Quarterly
Supplement, Vol. 61, 125-149.

Dunn, E. S. (1960): A statistical and analyticathteique for regional analysis, in: Papers of the
Regional Science Association, Vol. 6, 97-112.

Fahr, R.; Sunde, U. (2009): Did the Hartz Reformeesl-up the matching process? A macro-
evaluation using empirical matching functions.@erman Economic Review 10 (3), 284-316.

Fehr, E.; Gachter, S. (2002): Reziprozitat und koie Implikationen reziproken Verhaltens fiir den
Arbeitsmarkt. In: U. Blien and J. Modller (eds.), rBpaische Arbeitsmarkte und
Arbeitsmarkttheorie. Beitrdge zur 11. Jahreskomierder European Association of Labour
Economists (EALE) in Regensburg, (Beitrage zur Admearkt- und Berufsforschung, 254),
Nurnberg, 57-75.

61



Safeguarding jobs in times of crisis — Lessons ftbenGerman experience DP 207

Feil, M.; Gartner, H. (2009): Konjunkturprogrammegegn die Krise: Auf zum TUV. In: IAB-Forum,
Spezial, 32-37.

Felices, G. (2003): Assessing the extent of lalhoarding. Bank of England Quarterly Bulletin.

Fischer, G.; Janik, F.; Mdller, D.; Schmucker, 2008): The IAB establishment panel — from sample
to survey to projection. FDZ-Methodenreport, 01200

Franz, W. (2006): Arbeitsmarktokonomik, Berlin: Byger.

Frick, A.; Wirz, A. (2005): Wirksamkeit der Kurzastbsregelung in der Rezession 2001-2003. seco
Publikation — Arbeitsmarktpolitik, Vol. 13.

Fuchs, J.; Hummel, M.; Klinger, S.; Spitznagel,\®anger, S.; Zika, G. (2010): Prognose 2010/2011:
Der Arbeitsmarkt schlie3t an den vorherigen Aufsehgvan, IAB-Kurzbericht 18/2010.

Fuchs, J.; Hummel, M.; Klinger, S.; Spitznagel, ®anger, S.; Weber, E.; Zika, G. (2011): Neue
Arbeitsmarktprognose 2011: Rekorde und Risiken,-KBzbericht, 07/2011.

Gartner, H.; Klinger, S. (2008): Ein januskopfigé&ufschwung: Beschéaftigungsgewinne und
Polarisierung. In: WSI-Mitteilungen, 61 (8), 439644

Gartner, H.; Klinger, S. (2010): Verbesserte Iogiinen stitzten den Arbeitsmarkt in der
Wirtschaftskrise, Wirtschaftdienst 90 (11), 728-734

Greenberg, J. (1990): Employee Theft as a Reattidsnderpayment Inequity: The Hidden Cost of
Pay Cuts, in: Journal of Applied Psychology, 75 B51-568.

Hainmdller, J.; Hofmann, B.; Krug, G.; Wolf, K. (29): Do More Placement Officers Lead to Lower
Unemployment? Evidence from Germany. IAB Discus$taper 13/2009.

Heckmann, M.; Kettner, A.; Pausch, S.; Szameitat; ¥ogler-Ludwig, K. (2009):
Unternehmensbefragung im Il. Quartal 2009: Wie iBb& in der Krise Beschéaftigung stitzen,
IAB-Kurzbericht, 18/2009.

Heinemann, S.; Gartner, H.; Jozwiak, E. (2006): eMdforderung fur Langzeitarbeitslose erste
Befunde zu Eingliederungsleistungen des SGB Il Rechtskreis SGB Il. IAB-
Forschungsbericht, 03/2006.

Hodrick, R. J.; Prescott, E. C. (1997): Postwar hifiness cycles: An empirical investigation.
Journal of Money, Credit and Banking, 29 (1), 1-16.

Hohendanner, C. (2010): Befristete Arbeitsvertramaschen Auf- und Abschwung: Unsichere
Zeiten, unsichere Vertrage?, IAB-Kurzbericht, 14/20

Hohmeyer, K. (2009): Effectiveness of One-Euro-Jdbs programme characteristics matter? 1AB-
Discussion Paper 20/2009.

Horning, B. (1994): Labour hoarding and the bussim®gle, International Economic Review, Vol. 35,
87-100.

Howitt, P. (2002): Looking Inside the Labor Markdét: Review Article, in: Journal of Economic
Literature, Vol. 40 (March), 125-138.

Jaenichen, U.; Stephan, G. (2009): The effectiverméstargeted wage subsidies for hard-to-place
workers. In: Applied Economics, Online First.

James, J. A.; Thomas, M. (1998): Labor Hoarding Selective Retention of Skilled Workers in U.S.
Industry in the Late Nineteenth-Century: The Woské&terspective (with M. Thomas). In: C.
Nunez (ed.), The Microeconomic Analysis of the Hshwdd and the Labor Market,
Proceedings of the Twelfth International Economiistéty Congress, Madrid: Fundacion
Fomento de la Historia Economica.

Kettner, A.; Rebien, M. (2007): Soziale Arbeitsggeheiten Einsatz und Wirkungsweise aus
betrieblicher und arbeitsmarktpolitischer PerspektlAB-Forschungsbericht, 02/2007.

Klinger, S.; Rothe, T. (2010): The impact of labouairket reforms and economic performance on the
matching of short-term and long-term unemployed Biscussion Paper, 13/2010.

62



Safeguarding jobs in times of crisis — Lessons ftbenGerman experience DP 207

Koch, S.; Krug, G.; Stops, M. (2009): Zur Bedeutwn offentlicher Arbeitsvermittlung und
Beratung in der Arbeitsmarktkrise. In: Sozialertsohritt, 58 (11), 241-248.

Konle-Seidl, R.; Stephan, G. (2009): Arbeitsmarktigche MafRnahmen fur Beschéftigte und
Arbeitslose - Mdglichkeiten und Grenzen in der Kritn: Sozialer Fortschritt, 58 (11), 235-
241.

Kruppe, T. (1996): Employment stabilisation throwglftort-time work. In: G. Schmid, J. O'Reilly and
K. Schémann (eds.), International handbook of labowarket policy and evaluation,
Cheltenham u.a.: Elgar, 594-622.

Kruppe, T.; Mosley, H. (1996): Short-time work itrigtural adjustment european experience. In:
European Journal of Industrial Relations, 2 (2),-131.

Kupka, P.; Wolff, J. (2009): Darf's noch etwas medain? Geforderte Beschéaftigung in der
Wirtschaftskrise. In: Sozialer Fortschritt, 58 (1249-257.

Lechner, M.; Wunsch, C. (2007): Are training pragsamore effective when unemployment is high?,
IAB-Discussion Paper No. 07/2007.

Macneil, 1. (1974): The many futures of contra@suthern California Law Review, Vol. 47, 691-
816.

Marsden, D. (1995): Deregulation or Cooperation® Huture of Europe’s Labour Markets, in:
Labour — Special Issue 1995, 67-91.

Moller, J. (2009): The German labour market respoimsthe world recession — de-mystifying a
miracle, Journal for Labour Market Research, Val.325-336.

Moller, J. (ed.); Walwei, U. (ed.) (2009): Handbughbeitsmarkt 2009 - Analysen, Daten, Fakten.
(IAB-Bibliothek, 314), Bielefeld: Bertelsmann.

Oi, W. Y. (1962): Labor as a Quasi-Fixed FactoPobduction, Journal of Political Economy, Vol.
70, 538-555.

Okun, A. M. (1981): Prices and Quantities: A Maaaeomic Analysis, Washington: The Brookings
Institution.

Paul, K.l ; Moser, K. (2006): Incongruence as aplaxation for the negative mental health effects of
unemployment: Meta-analytic evidence. Journal of cupational and Organizational
Psychology, Vol. 79, 595-621.

Reinberg, A.; Hummel, M. (2007): Qualifikationsspiszhe Arbeitslosigkeit im Jahr 2005 und die
Einfuhrung der Hartz-IV-Reform empirische Befundaedumethodische Probleme, IAB-
Forschungsbericht, 09/2007.

Rothe, T. (2010): Tagliche Dynamik auf dem deutachebeitsmarkt. Wirtschaftsdienst, Vol. 90, 64-
66.

Rub, F.; Werner, D. (2008): “Den Arbeitsmarkt” gigg nicht. Arbeitsmarktregionen des SGB Il im
Vergleich. In: Jahrbuch fir Regionalwissenschadt(2), 93-108.

Sachverstandigenrat zur Beurteilung der gesamthafflichen Lage (2007): Das Erreichte nicht
verspielen, Jahresgutachten 2007/08, Wiesbaden.

Scheufele, R. (2009): Im Fokus: Konjunkturprogramund ihre Wirkung — Eine Simulation mit dem
makrookonometrischen Modell des IWH, in: IWH, Watsift im Wandel 1/2009, 4-7.

Schiel, S.; Cramer, R.; Gilberg, R.; Hess, D.; 8der H. (2006): Evaluation des
arbeitsmarktpolitischen Programms FAIR - Stand d@agleitforschung zum Ende der
Programmlaufzeit, IAB-Forschungsbericht, 7/2006.

Schwengler, B.; Loibl, V. (2010): Beschaftigung,baitslosigkeit und Kurzarbeit: Aufschwung und
Krise wirken regional unterschiedlich, IAB-Kurzbeht, 01/2010.

Stops, M. (2010): Deutschland: Arbeitskraftehoréésh Schutzschirm in der Krise, bei: Jahrestagung
der Gesellschaft fir Sozialen Fortschritt e.V. “fbsierung — Krise — Sozialpolitik”,

63



Safeguarding jobs in times of crisis — Lessons ftbenGerman experience DP 207

Gesellschatft fur sozialen Fortschritt e.V. und Eelische Akademie Loccum, (Presentation at
05.10.10).

Stops, M.; Mazzoni, T. (2010): Matchingprozesse l@eruflichen Teilarbeitsmarkten. In: Jahrbucher
fur Nationalékonomie und Statistik, 230 (3), 287231

Taylor, J. (1982): The Theory and Measurement dfous Hoarding, Applied Economics, Vol. 14,
591-601.

Venn, D. (2009): Legislation, Collective Bargainirand Enforcement: Updating the OECD
employment protection indicators, OECD Working Rdye. 89.

Walwei, U. (1993): Zum Regulierungsbedarf bei Zsalagy privater Arbeitsvermittlung. In:
Mitteilungen aus der Arbeitsmarkt- und Berufsforgaty, 26 (3), 285-293.

Walwei, U. (2009): Zur Okonomie der Arbeitslosersieherung. In: Aus Politik und Zeitgeschichte,
Vol. 27, 27-33.

Williamson, O. E.; Wachter, M.; Harris, J. (197%)nderstanding the Employment Relation: The
Analysis of Idiosyncratic Exchange, in: The Beludmal of Economics, Vol. 6, 250-278.

Wolff, J.; Hohmeyer, K. (2008): Wirkungen von EinuB-Jobs: Fir ein paar Euro mehr, IAB-
Kurzbericht, 02/2008.

Zapf, I.; Brehmer, W. (2010): Arbeitszeitkonten Batsich bewéhrt, IAB-Kurzbericht 22/2010.

ZEW; IAB; IAT (2006): Evaluation der MaRhahmen zumsetzung der Vorschlage der Hartz-
Kommission,  Arbeitspaket 1, Wirksamkeit der Instame, Modul 1d,
Eingliederungszuschiisse  und  Entgeltsicherung, Eiulibe 2006 durch  den
Forschungsverbund.

64



Safeguarding jobs in times of crisis — Lessons ftbenGerman experience DP 207

Recent Discussion Paper Series
Titres récents dans la série Documents de travalil
Titulos recientes en la serie Documentos de trabajo

Using the social capital of nationals abroad asteategy for development in the IT secgtby
Eric A. Charest. No. 172. 2007. ISBN 978-92-9014-32

Los derechos sociales en el marco de las reforraberéles en América Latinady Adrian
Goldin. No. 173. 2007. ISBN 978-92-9014-822-7.

The Southern European social model: Changes andintoties in recent decadeby Maria
Karamessini. No. 174. 2007. ISBN 978-92-9014-832-6.

The quest for a fair globalization three years éissessing the impact of the World Commission
on the Social Dimension of Globalizationy Hamish Jenkins, Eddy Lee, and Gerry
Rodgers. No. 175. 2007. ISBN 978-92-9014-828-9.

Labour laws in South Asia: The need for an inclegpproach by Kamala Sankaran. No. 176.
2007. ISBN 978-92-9014-830-2.

L’effectivité du droit du travail et I'aspirationwatravail décent dans les pays en dévelop-
pement: une grille d’analysdy Rachid Filali Meknassi. No. 177. 2007. ISBN3%2-9014-
838-8.

Globalization, the impact of trade liberalizatioand labour law: The case of South Afritsy,
Jan Theron, Shane Godfrey and Margareet Visser.1K®. 2007. ISBN 978-92-9014-
834-0.

Trade liberalization, labour law, and developmeftcontextualizationby Adelle Blackett. No.
179. 2007. ISBN 978-92-9014-846-3.

Labour law:A Southern African perspectiiey Colin Fenwick, Evance Kalula and Ingrid
Landau. No. 180. 2007. ISBN 978-92-9014-842-5.

La efectividad de la legislacion laboral en Américatina, by Graciela Bensusan. No. 181.
2007. ISBN 978-92-9014-840-1.

Gouvernance, droit international et responsabilééciétale des entreprises Governance,
International Law and Corporate Societal Responibi edited by Jean-Claude
Javillier. No. 182. 2007. ISBN 978-92-9014-836-4.

Issues in the analysis of global value chains drartimpact on employment and incomes in
India, by Dev Nathan and V. Kalpana. No. 183. 2007. ISBR-92-9014-844-9.

65



Safeguarding jobs in times of crisis — Lessons ftbenGerman experience DP 207

Explaining non-compliance with labour legislatiam liatin America: A cross-country analysis,
by Adriana Marshall. No. 184. 2007. ISBN 978-92-9@®U8-7.

Corporate social responsibility in multinational ropanies: Management initiatives or
negotiated agreementd®y Tony Edwards, Paul Marginson, Paul Edwards, amyh
Ferner, and Olga Tregaskis. No. 185. 2007. ISBR-92-9014-856-2.

The influence of the EU on the evolution of natioemployment modeldy Jill Rubery,
Gerhard Bosch, and Steffen Lehndorff. No. 186. 208BN 978-92-9014-864-7.

Harnessing globalization for development: Opportiesi and obstacledy Eddy Lee. No. 187.
2008. ISBN 978-92-9014-866-1.

Deepening the Social Dimensions of Regional Intiigna An Overview of Recent Trends and
Future Challenges in Light of the Recommendatiohsthe Report of the World
Commission on the Social Dimension of Globalisatiom UNU-CRIS. No. 188. 2008.
ISBN 978-92-9014-870-8.

The Swedish model: Revival after the turbulent 990y Dominique Anxo, Harald Niklasson.
No. 189. 2008. ISBN 978-92-9014-872-2.

Executive compensation: Trends and policy issums Franz Ebert, Raymond Torres and
Konstantinos Papadakis. No. 190. 2008. ISBN 973@P4-888-3.

The effects of financial globalization on globalbmances, employment and inequaliby
Ekkehard Ernst and Verdnica Escudero. No. 191. 2&HN 978-92-9014-890-6.

Labour, Globalization and Inequality: Are Trade WOns Still Redistributive? by Lucio
Baccaro. No. 192. 2008. ISBN 978-92-9014-885-2.

Impact of changing work patterns on income inedquably Uma Rani. No. 193. 2008. ISBN
978-92-9014-886-9.

Policies for redistribution: The use of taxes aratial transfers by Naren Prasad. No. 194.
2008. ISBN 978-92-9014-887-6.

Dynamics of labour-intensive clusters in China: y®&§ on low labour costs or cultivating
innovation? Jici Wang and Lixia Mei. No. 195. 2009. 978-9219026-2.

Stimulus Packages to Counter Global Economic Cri&iseview by Sameer Khatiwada. No.
196. 2009. ISBN 978-92-9014-911-8.

Effects of the crisis on the financial sector: Taerand policy issuedy Verénica Escudero. No.
197. 2009. ISBN 978-92-9014-912-5.

Global economic linkages. A model of employmentiacoime dynamics in open economisg
Ekkehard Ernst and Matthieu Charpe. No. 198. 28BN 978-92-9014-914-9.

66



Safeguarding jobs in times of crisis — Lessons ftbenGerman experience DP 207

Non-Standard Employment in Japan: Gender DimensibypsShiho Futagami. No. 200. 2010.
ISBN ISBN Print: 978-92-9014-950-7.

Youth Employment in Crisiby Byung-jin, Ha Caroline McInerney, Steven Tohimd Raymond
Torres. No. 201. 2010. ISBN 978-92-9014-942-2.

L’emploi des jeunes en période de cribg Byung-jin, Ha Caroline Mclnerney, Steven Tobin
and Raymond Torres. No. 201. 2010. ISBN 978-92-9844+6.

El empleo de los jovenes ante la crifig, Byung-jin, Ha Caroline Mclnerney, Steven Tobida
Raymond Torres. No. 201. 2010. ISBN 978-92-9014-Q46

The Impact of the Crisis on Employment and the Bbleabour Market Institutiondyy Werner
Eichhorst, Verdnica Escudero, Paul Marx, Stevenirf.ddo. 202. 2010. ISBN 978-92-
9014-956-9.

Employment prospects: A global model of recoveny mebalancing,by Rudiger von Arnim.
No. 203. 2010. ISBN 978-92-9014-954-5.

Did the financial sector profit at the expense loé rest of the economy? Evidence from the
United Stateshy Sameer Khatiwada. No. 206. 2010. ISBN 978-9249940-6.

Safeguarding jobs in times of crisis — Lessons ftbenGerman experiencby Martin Dietz,
Michael Stops and Ulrich Walwei. No. 207. 2011. N6878-92-9014-976-7.

A complete list of IILS publications can be obtairfeom
http://www.ilo.org/public/english/bureau/inst/pap&ndex.htm

Une liste compléete de nos publications peut étterale sur
http://lwww.ilo.org/public/french/bureau/inst/pap@ngiex.htm

Se puede obtener una lista completa de las puldices en
http://www.ilo.org/public/spanish/bureau/inst/pagiardex.htm

67



